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CHAP. I. 

Confequences of impofing the Price of Cdinagej and the 
Duty of Seignorage upon the Coin of a Nation^ fb 
far as they affeii the Price of Bullion^ and that of 
all other Commodities. 

THE political ceconomy of modem ftates is fo book 
involved with the interefts of commerce, that ^ J^i\ 
it is neceflary at every flep we make, to keep in 
our eye the combinations which arife from this 
quarter* 

Whatever tends to fimplify an intricate theory 
greatly affifts the mind : dividing this book into two 
parts, feems, as it were, dividing the burden which 
the memory has to carry: the principles already de* 
duced may tl^ere ripen by a Ihort paufe^ and the 
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AN INQUIRY INTO THE PRINCIPLES , 

analogy of the matter which is to follow in the fe- 
cond part, where new combinations will be taken 
in, will recall them to the mind and fix them in 
the memory. 

I am now to examine one of the niceft principles 
in the whole doftrine of money, to wit, the effefta 
of impofing the price of coinage, and the duty of 
feignoragq upon coin. 

When this queftion is confidered in relation to all 
the combinations which arife, i. from the nature 
of coin confidered as a metal, and at the fame time 
as a money of accompt ; 2. from the influence 
this duty has upon the price of commodities ; and 
3. from the impofition itfelf, as k affefts direBly^ 
the nation which lays it on, and all other nations 
trading with it occafionally : when all thefe combina- 
tions are taken together, I fay nothing will be found 
more difEcult than to reduce this queftion to a 
diftinct theory. 

What I have to fay upon it has, found a place in 
this inquiry, rather with a view to fuggeft ideas to 
men of a better capacity, than from the hopes pf 
fatisfying my readers in every particular. 

I have faid, that gold and filver are commodities 
merely like every other thing. I have flievm the 
utter impoflibility of their being a fcak, or an in- 
variable meafurc of value. I have obferved that 
their being made into coin f among trading nations J \^ 
has not the eifedl of rendering* them lefs a commo- 
dity than they were before, except fo far, as by this . 
operation every piece, inftead of being valued by 
its own weighty comes to be valued according to 

4 ttc 
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tti^ mean proportion of all the pieces which com« 
pofe the currency : and I have fhewn how the ope- 
rations of trade are capable to fift out and eftabUfh 
this mean proportion, in fpite of very great irreguU- 
rities. Thefe are the principles laid down in the 
firft part, which we miift keep in our eye while we 
examine this queftion. 

Since gold and filver, then, are commodities 
like every other thing, the invariable fcale of value 
muft meafure them as well as every other commo- 
dity, tod money of accompt muft be confidered in 
no other light, than as a fcale for expreffing the 
proportional value of grains of metals, yards of 
ftuiFs, pounds of wares, bufliels of grain, or gallons 
of liquors. In this view, when we mention a 
hundred pounds, it is juft as proper to confider this 
value relatively to the meafure of any merchandize, 
as to the metallic meafure of the coin. Every mer- 
chandize, when confidered by itfelf, fhould be 
meafured by its own meafure, gold by grains, li- 
quors by gallons, wheat by bufliels, &c. The de- 
nominations of poiinds, ftiillings, and pence, are 
neceflary only for reducmg all other forts of weights 
and meafurcs to an equation of value. This is what 
is underftood by the univerfal fcale of proportional 
value. I think this idea is fufficiently clear. 

Let us now fuppofe a country where the invention The firft in. 
of coin is not known, and where a yard of cloth of I!^iJ"fe'°"* 
a certain quality, is commonly fold for loo grains ""^^,"fj|{|* 
of dther filver of gold, no matter which. The 
ftate falls upon the invention of coining, the conve- 
nience of which every body underftands. This 
coinage, I fuppofe, to coft i per csnU Coin is in- 

B 2 troduced. 
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BOOK troduced, and commodities are ordered to be 
bought with it, I a(k, what effeft ought this revo* 
lution to produce upon the price of the cloth, ac- 
cording to ftrift theory, and without taking in any 
other combination of circumftances ? I anfwer^ 
that the cloth ought in reafon to fall 2 per cent, that 
is, that the price of a yard ought to be a coin of 
98 grains. Here is the reafon : He who formerly 
had the 100 grains, had the value of the yard of 
cloth, and could change the one for the other wher^ 
he would. Now he has the 100 grains, but he 
muft give two grains to have it coined, before he 
can buy ; becaufe after this invention people wiH 
not truft to the weighing of others, nor to the pu- 
rity of the metals j but they will believe, upon the 
authority of the (lamp, that in every piece a certain 
number of grains of the fine metal is contained. 
He, therefore, who has a coin of 98 grains, comes 
to the merchant, and offers him his coin for \i]& 
yard of cloth ; the merchant demands a coin of 1 00 
grains ; fays the other, thefe 98 grains which I give 
you in coin, coft mc two grains to have their weight 
and finenefs afcertained ; and if you refufe to repay 
me for what I have paid for this manufadure which 
I offer you for your cloth, I may with equal reafon 
refufe to pay you for what you paid for weaving 
your wool into cloth. Now lince I, in buying your 
cloth, muft pay the weaver, fo you, in buying my 
piece, muft pay the mint. The merchant, con- 
vinced by thif reafoning, takes the piece, and as it 
circulates from hand to- hand, every commodity 
given in exchange for it, muft fall 2 per cent, rela- 
lively to the grains of metal it was worth before. 

Farthefji 
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Farther, if by the laws and cuftoms of a country, 
•coin be abfolutely neceffary for buying and felling, 
this coin muft be had ; and if there be but one per- Confc- 
fon who can make it, the price he thinks fit to de- the'^ciufivt 
mand for it can be the only meafure of the value of ^^^l"^] "^ 
fabrication. The grains of the metals, therefore, 
in the coin, muft rife in their proportional value to 
yards of cloth, and to gallons of liquor, in propor- 
tion to the coft of coinage, as the pounds of wool 
and (ilk muft rife in their value in proportion to their 
manu6si£ture. 

From this it follows, that fmce the value of coin 
muft rife in proportion to every commodity, it muft 
alfo rife with refped to the metal it is made of^ 
juft as wool manufadu^d rifes with refped to wool 
which is not manufadured. 

Now let us fuppofe that a Prince finding that he 
has the exclufive privilege of making coin, fhall 
raife his price of coinage to 8 per cent, what will 
the confequence be ? 

The firft confequence of this will be to deftroy, 
or at leaft to perplex the ideas of his fubjeds with 
regard to coin, and to make them believe, that it 
U the ftamp, ^d not the metal which conftitutes 
the value of it. 

The nejct confequence will be, to reduce the 
price of the yard of cloth, which was worth i oo 
grains of metal before the invention of coinage, 
from 98, where it ftood at firft, to 92. Now let 
us fuppofe that this country, which we fhall call 
(F), is in the neighbourhood of another which we 
flisdl call (E), where there is both cloth of the 
feme qu5^1itty, and coin of the fame weight and fine. 

Bj nefs. 
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proportion of the grains of the metal it cofts to 
acquire the coin ^hich is the price of the manii- 
fadure. 

We have feen how upon the inflitution of coinage 
and feignorage, the yard of cloth fell to 92 grains; 
becaufe then it was impoflible to procure coin at a 
lefs price than 8 per cent, but when the wrong ba- 
lance of trade had funk the coin to the value of 
bullion, then the 92 grains of the coin being to be 
purchafed with 92 grains of bullion^ it was reafon- 
able that the cloth fliould rife to its former price; 
becaufe then no body could fay that the coin of 92 
grains was worth 100 of bullion. ^ 

But this theory does not hold in practice, nor 
can it poflibly hold, as long as the greateft part of 
a people are ignorant ©f, and even do tiot feeL the 
revolutions we have been here defcribing. 
How traders The price of bullion is entirely regulated by mer- 
opera"iion of chants, who havc the whole correfpondence in their 
B^elVhiio*^'' hands- It rifes and falls in countries where coin- 
the balance j^gg jg impofcd, vci proportiou to the ftate of the 
tinucj flue- balance of trade at the time. The fmalleft rife or 
»wi»n^* fall in the demand for bullion, is immediately 
marked by the price of it, and this ought (by the 
principles we have been laying down) to regulate 
the rife andl fall of every commodity. But this 
is by no means the cafe. Commo|jities rife and 
fall after a certain time only ; and of this ^lterval 
merchants will conftantly profit. Does the price 
of bullion rife, they immediately fell to (Irangers as 
if all prices were immediately rifen ; but with re- 
gard to manufadurers, they hide the revolution 
with great care, and preferve prices from rifing, 

until 
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undi the competition among themfetves difcoven 
the fecret. Does the price of bullion fall, they do 
all they can to keep up the prices of every commo- 
dity which they fell to ftrangers, until the competi- 
tion among themfelves obliges them to bring them 
down ; and with regard to manufadurers, they are 
all in one intereft to reduce the prices in proportion 
to the fall of the bullion, which works its efiefts by 
flow degrees. 

Thefe are the operation? of traders, in times 
when there is a fluduation in the balance of the 
trade c^ a country ; that is to fay, in tinges when 
the balance is fometimes £sivourable and fomietimes 
not. 

At fuch times the true influence which trade 
ought 'to have upon prices is never exadly known, 
but to the merchants ; who feldom &il to profit of 
their knowledge, inftead of communicating it for 
the benefit of the fociety. But this is not the cafe 
when the balance of trade is quite overturned^ that 
is, when it remains for a long time againfl: a na- 
tion, without any favourable vibration ; as we (hall 
prefently explain. 

We have feen how, by the changes in the 
balance of trade, the price of bullion is made fuf- 
ceptible of a variation in its value, equal to the 
price of coinage ; and we have pointed out the 
principle which confines the variation within thefe 
limits ; to wit, the value of the coin as a metal, 
prevents bullion from rifing higher than its full de- 
nomination as money ; and the mint price, pre- 
ferves it from falling lower than what the mint is 
willing to give for it. 




andhcMT aa 
ovcrturaed 
balance of 
trade ac- ^ 
laches 
pricet to 
the denomU 
tiatiooi «C 
coin* 



I 




%p AN INQUIRY INTO THE PRINCIPLES 

We have obferved how merchants may profit 
of fuch variations, and how they obftruft trie opis^ 
ration of principles upon the ri£e and fall of prices. 
We now proceed to another chain of caufes, 
which tend greatly to deftroy the due proportion of 
value between coin and nierchandize. This with 
juftice may be put alfo to the account of the imper- 
feftion of the metals in perforiping the f undiong 
of money of account, 

Univerfal experience ffiews that the prices of mer^ 
chandize are fo attached to the denominations of 
coin, that they do not fluftuate as principles point 
out, any more than projeSiles defcribe parabolas, 
or that machines operate the effefts, which by cal- 
culation they ought to do. The refi fiance of the 
air in one cafe, the friSion of the parts in the other, 
tend to render theory incorreft. Juft fo here ; our 
theory reprefents prices as rifing and finking in the 
mod harmonious proportion together with the me- 
tals ; but in praftice it is not fo. They have their 
friftions and political refiftances, which render the 
theory delufive only when every circumftance is not 
combined. A good gunner muft calculate the re- 
fiftance of the air upon his bomb, or he never will 
hit the mark. 

We have already fliewn how the interefts of mer-r 
cantile people tencl to obftruft the due fiufluation 
of prices ; we muft now take in other combinations. 
^ Although this be not a proper place to refume a 
difcuftion of the particular theory of the rife and fall 
of prices, yet ftill fomething muft be faid upon this 
fubjed, in order to bring the qucftion we are upon 

to fome. fort of folution. 

Firft, 
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Firft, then, it will be agreed that it is far eafier chap. 
Co make a price rife, than to make it fall. I be- <. —..^i^ 
lievfe I might take this for granted, without giving £^"^^,^121. 
the reafon for it. 'At all times, a price which has ^*}' »to 
long flood low, may be made to rifa; but it is 
next to irapoffible to make a price which has Ictog 
flood high, to fall in the fame manner. Here is 
the reafon : Let me fuppofe the yard, of an exten- 
five manufafture which occupies a number of 
hands, to be worth loo grains. The workmea 
here live nearly at the fame expence, and I fuppole 
them to live upon the profits of their work, when 
they fell at i oo grainy a yard. The price rifes to 
120; here is an additional profit of 20 grains. 
If a fudden turn fKould diminifh the demand which 
raifed the price of the merchandize, it will fell to 
the old rate without much difficulty ; the workmea 
will confider the 20 grains addition as a precarious 
profit upon which they cannot reckon : but let the 
price of J $to grains remain uniformly for fome years^ 
the 20 grains will ceafe to be precarious profits ; 
they will confolidate, as we have called it, into 
the value of the merchandize ; becaufe the work* 
men, by having long enjoyed t^em, will have bet* 
tered their way of living ; and as they are many, 
and live uniformly, any thing which obliges them 
to retrench a part of their habitual expence, is fup« 
poled to deprive them of ne<^eflaries. 
' This is fufficient, as a hint, upon a fubjefl: which J"^*^/'*' 
branches out into an infinity of different relations, arUcies of 
not at all to the prefent purpofe. But it is very rum^oo^* 
much to the purpofe to (hew how the impofition of 

coinage muft, 01:1 many occafions, have the effeft of 

attaching 
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attaching the price of commodities to the denomi- 
nations of the coin, inftead of preferving them at 
, tached to the grains of the metals which compofe 
them, as in theory 'they ought to be. 

When wars, e. g. occasion a wrong balance to 
continue for many years againfl: a nation, this keeps 
coin at par with bullion for a long time. Is it not 
very natural, that during this time maniifa&urers 
ihould eftimate their work according to the coin, 
and not as formerly, according to the bullion ? The 
confequence of this is, that when peace returns, 
and when coin begins to rife above the price of 
bullion, the manufaflurers ftick to the denomi^r 

• nations of the coin, inftead of defcending in value 
(as they ought to do by theory) along with the 
bullion. What is the confequence of this ? It is 
that the prices of manufafturesyor home'Confumption^ 
and of commodities peculiar to the country y ftand their 
ground ; that is, prices do not defcend, and caimot 
be brought down by merchants. 

kut are torn But as to manuEsifhires for exportation, which 
Jir*n confr *^^ ^^^ peculiar, but which are produced by different 
petition for countrics, thc priccs of thcfc are violently pulled 
txporution. down by the force of foreign competition ; and the 
workmen are obliged to diminiih them. This hurts 
them effe£tually, not becaufe of the diminution of 

• the prices ; becaufe, properly fpeaking, this dimi- 
nution is relative only to the denominations of the 
coin ; their gains will purchafe as many grains of 
bullion in the market as before, but not fo much 
coin, and confequently not fo much of any com- 
modity which, by the principles juft laid down, 

have attached themfelves to the denominations 

of 
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of the com, and have rifen in their price along c h a f. 
with it. ^^,-m^ 

From this fliort expofition of a very intricate 
' matter, we may conclude, that the impoiition of 
coinage does not raife the price of fuch merchan* 
dize as is in common to feveral nations, and which 
trade demands from each, without any competition 
with the natives ; that is to fay, the prices of them 
ftand as formerly with refped to ftrangers ; becaufe 
although the prices be made to fink at home, with 
refped to the denominations of the coin, yet 
ftrangers, being obliged to pay for theih in thofe 
denonndnations, are alfo obliged to pay an advanced 
price for the coin, in order to procure them. This 
is the price of coinage. This, I confefs, is a little 
iubtil, but I believe the reafoning to be juft. 

On the other hand, when trade extends itfelf to 
other commodities, to thofe, I mean, which it buys 
in competition with the natives (and which are made 
to rife and fall from the viciffitudes of inland de* 
mand), or to fuch commodities as are peculiai" to 
the country; in thefe cafes, I have little doubt 
but the prices, once raifed and continued high for 
fome time, attach themfelves to the denominations 
of the coin, and rife along with it; that is to fay, 
coinage is included over and above the price which 
the merchandize would have borne, had no coinage 
beenimpofed. 

The conclufion I draw from this reafoning, is, HowtUf 
that the impofition of coinage has not, in fa£l, the dllSi'oiti)^ 
cffcd of reducing the prices of commodities to fewer Jife^S^ 
grains of bullion than before, excepting thofe of ^^^f 
foch commodities as iffc fold in competition with 

other , 
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other nations ; and even then it may be faid, that if 
is not the impofition of the coinage, but the compe-- 
tition with ftrangers, which reduces commodities 
to the minimum of their value, as well as the profits 
dfthofe who work in them, to the minimum of a 
phyfical neceffary. This laft circumftance (hews why 
thofe who work for foreign exportation, are the 
pooreft clafs of all the induftrious ot a ftate, al- 
though the moft ufeful to it, at the fame time- I 
believe experience fupporls the truth of thefe con* 
cIufioHs. I fhall here by the bye obferve, that as 
the ftate is made to profit by the diminution of the 
gains of this moft ufeful clafs ; as (he receives 
the coinage which ftrangers pay, and which is really 
dedufted from the manufa6turers who fupport ex- 
portation, ftie ought to indemnify this clafs (a^ 
may be done in a thoufand ways, by premiums, 
for example, upon exportation) out of the profits 
arifing upon coinage, inftead of giving coinage 
free, to the evident lofs of the nation, and benefit 
to ftrangers, -as we fhall now endeavour to prove* 



CHAP. n. 

Cmceming the Influence which the impojing of the 
Price of Coinage j and the Duty of Seignorage in 
the Englijh Mint^ will have upon the Courfe of 
Exchange^ and Trade of Great Britaifi, 



Theory of 
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TN the preceding chapter we have examined a 
very nice theory, in which fuch a number of 
circumftances depending upon fa£ts have been com- 
bined. 



is 
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Kned, that little ftrefs is tb be laid upon feTCfal c ha p. 
conclufions which have been drawn from it, unlels 
they be approved by experience. 

Let the beft workman in London make a watch, 
he cannot depend upon its being a good one; untfl 
it be tried ; and when that is dojie, the applicatwn 
of his theory will enable him to difcoVer all the de- 
feds and ilregularities in the movement. It is juft 
fo in political matters. The force of theory is not 
fafficient to form a good plan ; but it is ufefiil for 
difcovering many faults which could not have been 
forefeen. The more extenfive, therefore, any 
theory be made, the more it will be ufeful for 
thefe purpofes. It is proper however to obferve, 
that the more complicated any principle of it be, 
the lefs dependance can be had upon its operation 
when applied to practice* 

It is impoflible to lay down a diftlnft theory for 
the rife and fall of the prices of all forts of commo- 
diues in a nation fuch as Great ' Britain. All that 
can be faid with certainty, isj that competition on 
the part of the confumers will make them Hfe, and 
that competition on the part of thefumifhers will 
make them fall. Now the competition among the 
fumifhers may be reduced to theory ; becaufe it is 
fixed within determinate Hmits, which it cannot 
exceed, and is influenced by this principle, viz. that 
when profits are reduced to the minimum (that is 
to the exafk phyfical-neceflary of the workman) all 
competition among fumifhers mufl ceafe* 

. But the competition among confumers is fixed 



^Nthin no determinate limits : fome demand to fa« 
[tisfy phyfical wants; others thoTe of vanity and. 
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c^tprice. Moft inland demand for confumpdon if 
of this kind, and confequently it is impofEble to 
forefee what effed the impoHtion of coinage will 
have upon th« prices of many commodides; Per- 
haps they will fluduate with bullion ; perhaps they 
will adhere to the. denominations of the coin : ex- 
perience alone can bring this matter to lighter 

But with regard to fuch commodities as are the 
objeft of foreign trade, prices are influenced by 
certain principles on both fides^ Merchants, not 
the confumers themfelves, are the demanders here; 
Neither v^ity or caprice, but profit alone, regu- 
lates the price they offer. Thus it is, that as all 
competition among furnifhers muft ceafe upon the 
redu£Uon of profits to the minimum, fo all demand 
from merchants (who in this cafe reprefent the con- 
fumers) nmft ' ceafe, fo foon as prices rife above 
what they can afford to give, confident with their 
minimum of profit upon the fale of what they 
buy. 

The degree, therefore, of foreign competidon 

will alone regulate the prices of feveral exportable 

commodities, and of confequence the profits of 

fuch as are employed in them, as has been faid. 

This premifed, we come to examine the influence 

which the impofition of coinage will have upon the 

courfe of exchange and trade of a nation. 

Hovtiie In fpeaking ofexchiange, as far as it influences 

cicbange it the dccifion of this queition, we muft throw out all 

**'*^**^ extraneous drcumftances, and endeavour to reduce 

it to the plaineft theory. 

When one nation pays to another the price, of 
what they buy, the interpofition of bullion is un- , 

avoidable ; 
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fiYoidable; and the whole operation confifts in 
comparing the value of coin with the value of bul- 
lion in the one and in the other nation. 

Suppofe France to owe to England 1000 pounds Pn<* ^ 
fterling} what regulates exchange here, is the w^"**' 
price of bullion in Paris and in London. The 
French merchant inquires firft, what is the quantity 
of bullion in London, which at the time is equal to 
the fum he wants to pay? and next, what this 
quantity of bullion will cod him to procure in the 
Paris market? Upon this the par of exchange 
ought to be regulated. Whatever is given more 
than this quantity is the price of tranfportation, 
when the balance of trade is againil France. What- 
ever is given lefs, may be coniidered as the price of 
I tianfportation which the EngliOi would be obliged 
I to pay were the balance agaii^ft England, if the 
French merchant, by fending his jiaper to Lon* 
l don^ did not fave England the trouble, by di- 
minifhing fo far the balance againfl: it ; and of this 
France profits, until the balance turn to the other 
fide^ Now let us leav(^ the price of tranfportation 
out of the queftion, and confider only how the im- 
pofitioh of coinage, by affecting the price of bul- 
lion, may influence the courfe of exchange. 

We have feen how the impofition of coinage Where coin- 
renders the price of bullion fufceptible of a va- Ih^pn^ot 
» nation in its price> equal to the amount of the im- ought to b% 
& pofition. Wherever, therefore, coinage cofts no- invariable/ 
thing, there bullion and coin muil always be of the 
&ine value. This would be the cafe in England, 
lithout doubt, were the metals in the coin exactly 
iroportioned, were aU the coin of a legal weight, 
tell Vol. ni. C and 
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and were neither melting down, or exporting made 
penah 

The bullion, therefore, in France may vary 
8 per cent, in its price, according to the balance of 
trade ; the bullion in England muft be fuppofed inr 
variable, let the balance ftand as it will. 

According to this reprefentation of the matter, 
may we not fay that bullion in England is always 
at the higheft price it ever can be in France, fince 
it is at the price of the coin ? Is not this the con- 
dition of France, when the balance of her trade is 
the moft unfavourable it poffibly can be ? 

If therefore England, herfelf^ do contribute to 
keep the price of her bullion higher than it is in 
France, is not this an advantage to France, fince 
France can buy the bullion with which fhe pays 
her Englifh debts cheap in her own market, and 
C2pi fell it dear in that of her creditor? Is tljiere not 
a profit in buying an ox cheap in the country, and 
felling him dear in Smithfield market ? , 

Now why is bullion fometimes cheaper m France 
than in England ? I anfwer, that in France it is al- 
lowed to fall 8 per cent, below the coin, and the 
Ejng takes it at times only when nobody can get 
a better price for it : and that in England the King 
gives always coin for bullion, and by this keeps the 
pjice of it from ever falling lower. Let the Englifh 
mint pay the pound troy ft:andard filver at the rate 
of thirteen ounces of coin, the price of bullion in 
England will always be -^ dearer than the coin. 

When bullion in France falls to 8 per cent, below 
(he coin, it is carried to the mint : when it is worth 
more, nobody carries any to be coined. 

4 No 
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'Nobody in France (except upon a general 
coinage) is forced to fell their bullion at this price. 
Is it not, therefore, a very wife regulation, to per- 
mit the operations of trade to reduce, as low as 
poflible, the value of that commodity with which all 
they owe is paid, and this more efpecially, as the fall 
of its price is a proof of the profperity of their trade. 
If, therefore, it be fuppofed, that the eflfeft of 
having a material money for a fcale of value, is, 
that the denominations in the coin, and not the 
grains of the bullion, muft meafure the value of 
commodities for home'Confumption ; then it follows, 
that the variations in the price of bullion, fliould 
not affefl: the price of commodities. 

This is a confequence, howeverj which I do not 
pretend to determine, and I apprehend that nothing 
but experience can refolve it. ' 

Now let me conftder the difference there is be- 
tween the trade of France and that of England as 
matters now (land ; and what would be the cafe, 
were the regulations of the mint the fame in both 
countries. 

I (hall fuppofe that England buys of French 
goods as much as may be paid w'ith one thoufand 
pounds troy weight of Englifli guineas. I afk for 
what weight of French louis d'ors muft France buy 
of Englifli goods to make the balance even ? WiU 
it not be anfwered (according to the ordinary me- 
ihod of calculating the true par of exchange), that 
if France buy for one thoufand pounds troy of her 
louis d'ors (fuppofing the guineas and the louis 
d'ors of tha fame finenefs) that the balance will be 
even? 

Ca . Is 



^9 

CHAP. 

II. 

Thewifarc- 
gdUtion, 



England 
lufc) by thif 
fometimes 
8 percent, 
upon her 
trade wilh* 
France ; 



I 

I 




xo AN INQUIRY INTO THE PRINCIPLES 

Js 'it not true, that England muft fend this thou- 
fand pounds wdght either in gold bullion or in 
guineas ; and is it not the fame thing to the Englifh 
inerchant to fend the one or the other, provided 
the guineas be full v^eight ? 

But when France comes tq fend the thoufand 
poimds weight of her louis d'ors, (he finds at market 
a thoufand pounds weight of gold bullion 8 per 
cent, cheaper, and this bullion is as good to the 
Englifhman as if he had got the louis d'ors. 

Let me ftate the cafe otherwife. Suppofe France 
buys in England for igoo pounds weight of her 
gu^nes^s in Virginia tobacco \ and that England 
buys in France for looo pounds weight of her 
louis d'ors of Bourdeaux claret. Is not this called 
par ? Will not France pay her debt to England 
with looo pound of gold bullion? Whereas 
England muft pay 1080 pounds to France; be-> 
caufe 1000 pounds weight of her louis d'ors, is 
worth in France 1080 pounds of any bullion of 
the fame ftandard. The 1000 pounds then com- 
penfate the 1000 pounds; the 80 pounds over 
mud be fent to France, and the carriage of this 
quantity only, ought to be paid for according to 
the principles of exchange. 

Here is evidently a balance of trade againft 
England of 8 per cent, above the real par of the 
metals. Will any body fay that the 8 per cent. 
is psud for the tranfportation of 80 pounds of bul- 
lion due ? Certainly not. 1 

Now if the Englilh fhould declare that they, for 
the future, would coin neither gold or filver bullion 
fox any perfon, but at the rate of 8 per cent* below 

the 
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the value of the coin ; and if it be true, that this 
regulation would have the effed of fmking the 
price of bullion, on many occafions, to 8 per cent. 
below the coin ; in this cafe, would not the £ng- 
lifli and the French acquit their debts of the looo 
pounds weight of their refpedtive coin upon the 
fame conditions ? In this cafe, would not the price 
of exchange vanifh, fince there would be no bullion 
to be fent by jeither party ? But in the firft cafe, 
would not England be obliged to fend 8 per cent. 
above the quantity of gold bullion (he received from 
France, and would not the tranfportation of this 
cofl money, and would not this tranfportation be 
marked by a certain price of exchange, and confe« 
quently, would not the price of exchange rife 
againft England ? 

But to this it is objefted, that by the former ex- 
ample, the exchange marked 8 per cent, againft 
England with great reafon ; becaufe it is plain, that 
there was a balance of 8 per cent, againft England, 
fince (he fent that proportion over to France in bul- 
lion. Very true. But had England, inftead of 
taking to the value of looo pounds weight of louis 
d'ors in claret, taken only for i oo pounds weight, 
the exchange would have ftill marked 8 per cent. 
lofs ; becaufe the i oo pounds of louis d'ors muft 
have been paid with the loS pounds of bullion, al« 
though England by this trade had evidently gained 
892 pounds of bullion, which France muft have 
fent her ^s a balance. 

As matters of faft, when they can be procured, 
taid greatly to confiirm theory, by forming a foUd 
bafis whereupon to reafon, I (hall here profit of one 
\ C 3 which 
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BOOK which has fallen into my hands, and, by applying it 
^^i— v^*^ to the prefent queftion, endeavour to give fome ad- 
ditional force to this reafoning. 
and at a ]\(Ij.. Cantillon, in his Analyfts of Trade, which I 

per cent, as fuppofe he und^rftood by praftice as well as by 
a mauci of ' thcory, has the following paflage in his 99th page : 

*'• The courfe of exchange between Paris and 
London fince the year 1726, has been at a me- 
dium price of 32 pence fterling for the crown of 
^' three livres ; that is to fay, we pay for thia 
" French crown of three livres, 32 pence fterling, 
when calculated on gold, when in faO: it is worth 
but thirty-pence and three farthii\gs, which is 
giving four pounds in the hundred for this 
French money ; and confequently, upon gold^ 
" the balance of trade is 4 per cent, againft Eng- 
*' land in favour of France/* 

In this place, Mr. Cantillon calculates the par of 
exchange according to the common rule, to wit, 
gold bullion againft gold bullion in the corns of 
both nations, where both are fuppofed to be of le- 
gal weight ; , and he finds that there has been, 
thefe thirtyvfour years paft, a balance of 4 per 
cent, againft England. 

Now, according to my theory, this is exaftly 
tvhat the coinage in France ought to produce, fup- 
ppfing on an average that the trade had been at par* 
Here is the reafon.' 

The coinage in France cofts 8 per cent. 
When the balance of trade is favourable for 
France, coin is worth ^percent, above bullion. 

The proof is plain. Were not the coin 8 per 
cent, above bullion, no man would ever carry bul- 

lioa 
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lion to the mint ; becaufe the mint price is 8 fef c ha p. 
cent, below that of the coin. \^m ^'-^1 

When the balance of trade is againft France, coin 
muft fall nearly to the price of bullion. 

Suppofing then the balance of the trade of France 
(at a medium of thirty-four years) to have been at 
par, will it not follow, that at a medium alfo of 
thefe thirty-four years, French coin muft have been 
at 4 per cent, (the half of the coinage) above bullion ? 
Confequently England having taken merchandize 
from France, and France having merchandize from 
England, for the fame weight and finenefs in their 
refpeftive coins, muft not England have been 
obliged to fend to France 4 per cent, more bullion 
in order to pay the coinage ? This reafoning ap- 
pears conclufive to me, who am no merchant^ tod 
who do by no means pretend to a perfeft utider- 
ftanding of mercantile affairs ; but I think this cir- 
cumftance is at leaft of fnfficient importance to make 
the matter be inquired into. For this purpofe, I 
fhall fuggeft a method of making the difcovery. 

If it (hall -be found, that Englifh draughts on Pa- Eafytobe 
ris, or French remittances to England, fhall at any LTtimes'bf 
time occafion bullion to rife in the market of Paris ?*?""°i 

^ ^ % bulliorrand 

above the mint price, will it not be allowed that ^"^^^'^ ^{ 
fuch a circumftance demonftrates that the balance of the Parii* 
trade is then in favour of England ? If at that °"'^^ 
fame time it fhall be found, that exchange (when 
reckoned upon the gold, as Cantillon has done) is 
againft England, will it not be a demonftration of 
the truth of what I have here fuggefted as a queflion 
worthy of examination ? 

C4 For 



u 




When bul- 
lion is ex- 
ported to 
England, 
eifhange 
is againft 
France. 



Courfe ef 
exchange JIG 
' rule of 
judging of 
the balance 
of trade, 
Ikutonlyof 
tbe Talue of 
coin. 



AN INQUIRY INTO THE PRINCIPLES 

For if the balance of trade be againft France, fo 
^ to make her buy bullion to fend to England, this 
is a proof that fhe owes England a balance ; and if 
at the fame time the Englifh be paying above the 
intrinfic value of the metals (in their refpeOive coins) 
in what they owe to France, this additional value 
cannot be paid by England as the price of ex- 
change, or to pay for the tranfportadon of their 
bullion, but to pay the French creditors the addi- 
tional value of their coin above the price of their 
bullion. 

• May we not alfo conclude, that in a kingdom fuch 
as England, where coinage is free, the courfe of 
exchange is no certain rule for judging of the ba- 
lance of trade with France ; but only of the value 
of French coin above French bullion ? All authors 
who have written upon exchange, reprefent the 
advanced price given upon bills above the intrinfic 
value of the coins, to be the price of carriage and 
Infurance, &c. in which pafe exchange, no doubt, 
. may mark the balance of trade ; but if an advanced 
price nnifl be given in order to pu^ bullion into 
coin, or in other words, if the metals in the coin 
be worth 8 per cent, naore than any bullion of the 
fame finends, is it not evident that a nation may 
be drawing a great balance of bullion from another, 
although . fhe be, at the fame time, paying 8 per 
cent, above the rate of bullion in the fums (he re- 
pays to the nation which is her debtor upon the 
whole ; that is to fay, although fhe be paying 
above the real par of exchange, ax it is canwionly caU 
ctdated. 
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If it be here objeded that this cannot be the cafe, 
becaufe when the balance of trade is againft the 
nation which impofes coinage, their coin hlk to the 
price of bullion : I anfwer, that a balance may be 
againft fuch a nation, without producing fo great a 
fall in the coin. Coin is reduced to the par of bul- 
lion when the balance is at the height only againft 
a nation, and when it has remained fo for a long 
time. Who would give coin at a difcount of 8 per 
cent, if there were a profpeft that in a few days, 
weeks, or even months, it was to rife to it$ former 
value ? 

Thefe are the reafons which engaged me, in a ' 
former chapter, to lay it down as a rule, that trad- 
ing flates ihould endeavour, as nearly as poflible, 
to obferve the fame regulations with their neigh* 
hours, in every thing relating to their coin. It is 
alfo in order to facilitate fuch a regulation, that I 
ihall infert, at the end of this book, a very particu- 
lar ftate of the French coinage, and of iVhat I can 
gather with regard to that of Holland. 

From what has b^en faid, it appears that the Thenajpar 
common method of calcfulating the real par of ex- c^t^^b^' 
chancre is not correft, fince it is calculated by 'b««ntrinfic 

** ^ . • • value of the 

comparing the quantity of fine bullion in different coin, unier» 
scans, and attributing the diflference between the dJa^riiT 
bullion paid for the paper, and the bullion received Ini uuL. 
m payment of it, as the price of tranfportation. 
This, I fay, is by no means correft ; nor is it pof- 
fible it fhould be fo, unlefs bills of exchange were 
fpedfied in the weight of fine bullion, inftead of 
bdng fpecified in the denominations of the coin : -aQ 

example will make this plain. 

Were 
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BOOK Were a merchant in London to aik of another 
■^ ^^1^. who has a correfpondence in Paris, to give him an 
order for a hundred yards of Abbeville cloth, and 
to offer him, in exchange, the fame quantity of 
cloth of a worfe quality, would not the merchant to 
whom the propofal is made, immediately calculate 
the value of both commodities, and demand the 
• difference of the value between what he was to give, 
and what he was to receive ? Could ever this dif* 
ference be confidered as any thing elfe than the dif- 
ference between the real worth cf the commodities ? 
But were they to exchange at Londoa an hundred 
pounds of fine filver bullion, for the lame weight at 
Paris, the proportion of the metals being fuppofed 
the fame in both places ; then if the merchant de- 
manded one- grain more than he was to give, it 
muft be upon the account of tranfportation; be- 
caufe, weight for weight, there is not the fmalleft 
difference between the fine metals. 

Bills of exchange, then, being all conceived in 

denominations of money of accompt, realized yi 

coin ; and coin altering in its value with regard to 

bullion ; it is evident that the real par cannot be 

computed upon the bullion alone contained in the 

coin. 

obj. Ex- If it be objefted, that fince it is tlie price of ex- 

guiruisihe change which regulates the price of bullion, all va- 

pricc of uii- nations between bullion and coin ought to be af- 

^ cribed to that caufe. . 
Anfw. De- I aufwer, that it is not the price of exchange 
change only which regulatcs the price of bullion ; but this price 
pH^rihe of exchange makes a demand for bullion afcend 
"**iuiv'*^* trom the price to v^hicb it is regulated at the mint. 
4own. The 
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The mint price regulates the price of bullion ; 
and there it will nearly ftand, while the balance of 
trade is either at par, or favourable to a country. BaUnc* 
A demand for bullion therefore, or a wrong ba- "i^'par, no 
lance, can only make it rife ; and it returns to ba1||n^^* 
where it was, by the force of another principle. "p°" ^^^^» 

In the next place, were I to allow that the ba- example*. 
lance of trade does regulate the price of bullion, it 
would not follow that what is called th6 real par of 
exchange is a rule tp judge of the balance of ihe 
trade of a nation. Is it not plain, that if l^rance, 
for example, being at prefent obliged to fend great 
fums into Germany, upon account of the war 
(1760),. have reduced the price of her coin to a 
par with bullion, that all nations in their trade with 
France, will profit of this rediiftion as much as if 
the balance were become favourable to themfelves ; 
fince the couife of exchange will then anfwer ac* 
cording to the converfion of bullion for bullion in 
all remittances to France ? 

But were France at prefent to remit money to 
any other country, which has the balance favour- 
able, and where coinage is paid, fuppofe to Spain^ 
while the balance between France and Spain is fup- 
pofed to be exaftly even ; would not the real par 
between the money of Spain and of France mark 
an exchange againft France, for the value of the 
coinage iinpofed by Spain ? This is the reafoa 
why, in time of war, exchange between France* 
and England appears more favourable to England 
than in time of peace. But does ' this any wife 
prove that the balance of trade is then more in &- 
vour of England ? by no xaeans ; for let me fuppofe 

the 
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the balance of their trade to remain the fame after 
the peace as at prefent ; is it not evident, that in 
proportion as the value of the coin of France fliall 
rife above the bullion, that the balance of trade will 
become, in appearance, againft England? 

By the balance of trade ^ I here conftantly undef- 
ftand a certain quantity of bullion fent by one na- 
tion to another, to pay what they have not been 
able to conipenfate by an exchange of their com- 
modities, remittances, &c. and not that which they 
compute in their bills as the difference between the 
refpeftive values of coin and bullion in both coun- 
tries. 

How, then, is the real par of exchange to be re- 
gulated, fo as to determine which nation pays a ba- 
lance upon the exchange of their commodities? 

I anfwer. To dc;termine this qucftion, let bullion 
over all the commercial world be dated at loo, 
and let coin in every country be compared with it, 
according to the current price in each country. In 
England, for example, (were all diforders of the . 
coin removed,) coin muft always be as loo. In 
France, when the balance is favourable, at 108.27. 
In Germany (were the Emperor's late regulation 
\fith Bavaria to be made general) at 101. And fo 
forth, according to the price of coinage impofed 
every where. Thefe advanced values above the 
100, never can rife higher; and the more the ba- 
lance of their refpeftive trade is unfavourable, the 
nearer they will feverally come to 1 00 j below 
which they never can fall. 'ITiefe fluftuations will 
conftantly be marked in exchange ; becaufe all cir- 
cumflances are ci^QiXj combined by merchants; 

but. 
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but the balance of the trade will only be marked bj 
what exchange is made to vary from thefe proportions. 

Let me fuppofe the trade of France to be favour- ^^^^^^ 
able upon the whole, by great commiflions from 
Cadiz, and bullion at the fame time to be carried 
to the mint at 8 per cent, below the price of coin. 
Let me fuppofe, that upon all the trade of Eng- 
^ land with France, there (hall be, at thi& time, a 
r balance of ^ per cent, fent from France to England 
in bullion ; and upon the trade with Germany a 
balance of i per cent. 
' I fay, xixdit \he par of exchange between England 
and France is 8 per cent, againft England ; and that 
f the par of exchange between Germany and France 
is 7 per cent. I (late it at this rate ; becaufe the ba- 
i lance being fuppofed favourable for the three na^ 
tions, the value of their coin with refpeft to their 
I bullion ought to be in proportion to the mint 
price. 

The courfe of exchange j therefore, if it be a rule 
to judge by, ought to mark 6 per cent, againft 
England ; which I fay is 2 per cent, in her favour : 
and the exchange with Germany ought to mark 6 
per cent» againft Germany ; which I call i per centm 
ia her favour. 
An example will make this plain. 
I Suppofe Englifh guineas,.. German carolins, and 
I French louis, to be all of the fame, weight and fine- 
nefs ; 1 fay, the real par in the example we have 
I ftated is, between Paris and London, loo louis 
^ are equal to io8 guineas j becaufe the loo louis 
are worth loo guineas in London, and io8 gui- 
neas are worth no more than loo louis in 

Paris. 
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Paris. Again, between Paris and Francfort, i co 
louis are equal to 107 carolins; becaufe 108 caro- 
lins are worth at Paris 1 00 louis ; and i o i louis 
at Francfort are worth 100 carolins ; confe- 
quently, the difference between 107 and 108 is the 
real par^ to wit, 100 louis for 107 carolins. 
Next, as to the par between London and Francfort, 
here 1 00 carolins equal 1 o i guineas ; becaufe 1 00 
carolins in London arfe worth 1 00 guineas ; and 
101 guineas at Francfort are worth no more than 
100 carolins. 

Now in the ordinary way of reckoning the real 
par J the 100 louis, 100 carolins, and 100 gui- 
neas, are all fuppofed to be of the fame value, in 
the three markets ; and the difference between this 
fuppofed value, and what is paid for it, is fuppofed 
to be a lofs upon trade. In this light, the nation's 
lofs refcmbles the lofs incurred by him, who, when 
he goes to the bank, and pays ten pounds fterling 
in coin, for a bank-note, fays that he has given 
given ten pounds for a bit of paper, not wprth one 
farthing ; reckoning the value of the note, at the 
real par of the paper it is written upon. 

The general rule, therefore, I think, is, to fettle 
the real par of different coins, not according to the 
bullion they contain, but according to the bullion 
they are worth in their own market at the time. 

If 1000 pounds weight of guineas can purchafe 
at London 1000 pounds weight of ftandard bul- 
lion ; and that 1000 pounds of the fame weight of 
louis can buy at Paris 1080 pounds weight of the 
fame flandard bullion ; then the 1 000 pounds 
weight of guineas is at the real par with 925 -^4^ 
f pounds 
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pounds weight of the louis, and not worth 1000, 
as is commonly fuppofcd. 

If the doctrine laid down in this chapter be found 
folid ; if no effential circumftance have been over- 
looked, which ought to have entered into our com-^ 
binations (points left to the reader to determine), 
then we may conclude, 

Firft, That the courfe of exchange, in the way 
people take to calculate the real par, is no rule for 
judging of the balance of trade. 

Secondly, That the great duty laid upon the fii- 
brication of the French coin, either deceives the 
Englifh nation, and makes them conclude, from 
the courfe of exchange, that their commerce with 
France is extremely difadvantageous : or, if it 
be really difadvantageous, that it is the impofition 
of a duty on coinage in the French mint which oc- 
cafions it. 

It is a queftion belonging to the theory of com- 
merce, and not to this which we are now upon, tQ 
examine the nature of a diladvantageous trade, and 
to invelligate the principles which point out th^ 
commodiries which every country ought to encou- 
rage for exportation, and thofe which ar6 the mofi; 
I profitable to take in return. 

I \ Upon tbefe principles the trade of England with Application 
France muft be examined, and upon examination principiet 
it will be found whether this trade be advantageous lifll tzdJ^" 
or hurtful. Here the queftion is reduced to this ; ^"** r^nc** 
Whether from the courfe of exchange, and becaufe 
the French crown is Commonly paid with thirty- 
two pence fterling, it may be concluded that the 
balance. of trade is againft England. We have 

decided 
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decided that it cannot.1 If there be no other 
objeftion againft the trade of France but this lofs 
upon exchange ; and if it be true that this is no 
proof of trade's being againft England, but the 
confequence only of her free coinage ; then it will 
follow, that England may lay, as many reftri£dons, 
duties, and clogs, upon the French trade, as ihe 
pleafes, and may even reduce it to nothing, with- 
out ever removing the caufe of her complaint;, 
while at the lame time ihe may be ruining a trade, 
which pays her upon the whole a great balance, and 
upon which trade (he has it in her power, by fol- 
lowing a different fyftem in her mint, to render her 
exchange as favourable as with any other iiation in 
Europe* 

TTiis point feems to be a matter of no fmall im- 
portance to England; fince (from a miftake in 
point of faft, into which (he is led from a deluHve 
appearance) a very lucrative trade, when confidered 
by the balance it produces, may, upon £sdfe princi- 
ples, be profcribed as difadvantageous. 

Thefe queftions, however, are not as yet confi- 
dered as entirely difcuffed, and they fhall be a little 
farther examined in the following chapter* 
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CHAP. Ill; 



Suppofi- 

tioDS. 



Is the lofs which the cdurfe of exchange marks upon 
the trade of Great Britain with France real or 
apparent ? 

QUESTIONS are here propofed, which I do not chat. 
pretend to refolve ; all I aim at is to difcover .^^ ^-^ 
how they may be refolved. . ^•'^" ^^ 

If this inquiry mall proVe an incitement to men t»;»s quef- 
pf better capacity to review the fame fubjefts, who 
have more extenfive combinations, more experience, 
and better information as to fa£ts, in this refped it 
has fome degree of merit. 

1 anfwer to the queftion propofed, that if the im- 
pofition of a duty on coinage in England would 
have the effeck of rendering her trade with France 
more lucrative, then the lofs marked by the courfe 
of exchange is real, at Jeaft in part ; if otherwife, 
it is only apparent; 

What makes the commerce with any country lu- Principiei. 
crative, is the balance paid upon the exchange of . 
their commodities. 

What regulates the quantity of commodities 
taken from any country, in the way of trade, is 
the wants of the country demanding ; and what 
fets the balance even, is the reciprocal wants 
of the other country. Nations do not give up cor- 
refpondence with their neighbours, becaufe thefe do 
not accept of merchandize in exchange for mer- 

Vol. III. D chandize, ^ . 
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no OK chandize, but becaufe they find their advantage 
._^"l^. in fupplying their wants upon eafier terms clfe- 
where. 

Every merchant feek? to fell dear; and the 
dearer he can fell, the greater is his profit: that 
raerirliant, therefore, muft thrive moft, who fells 
deareft, and who at the fame time can afford to fell 
cheapeil. 

If an impofition on coinage (hall enable England 
to fell dearer, without depriving her of the advan- 
tage of being able to fell as cheap as at prefent, 
then it will follow, that an impofition on coinage 
wilt be advantageous. If it ihall lay her under a 
neceffity of felling dearer, and deprive her of the 
poffibility of felling fo cheap as formerly, then the 
impofition of coinage will be hurtful. 
How tht Thefe principle^ premifed, as a foundation for 

coiL"^ tf, ^^^ reafoning, let us fir ft confider the influence of 
fc^is the coinage upon the profits on exportation ; and then 
fcxxit ex. proceed to mqmre mto the mnuence it has upon ar- 
^"* ticles of importation. 

As to the firft, i muft obferve, that England, as' 
well as every other country, has feveral articles of 
exportation which are peculiar to herfelf, and others 
which flie muft fell in competition with other na- 
tions. 

ITie price of what is peculiar is determmed by the 
competition of thofe who fumifh it at home, and 
the loweft price is reguhted by their minimum of 
profit. The price or what is common is regulated 
by the competition of thofe who fumifli fi'om dif- 
ferent countries. 



If 
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If the prices of what is peculiar fliall remain, as chap. 
before, attached to the denominations of the coin, 
after the impofition of a duty on coinage, the com- 
petition of thofe who fumifli will remain the fame 
as before ; becaufe prices will not vary ; but the 
ftranger, who buys, muft neverthelefs pay an ad« 
vanced price for fuch merchandize, becaufe the na- 
tion's coin, with which they are purchafed, will be 
radfed in its value with refped to bullion, the only 
price he can pay with. This is the price of coin- 
age : and this impofition has the good effed: of 
obliging ftrangers to pay dearer than before, in fa- 
vour of a benefit refulting therefrom to the fliate. 

Now, if it be obferved that the demand made by' 
the Englifli for goods peculiar to France (while 
thefe remain in France at the fame price as for- 
merly) does not diminifli in proportion as the !o& 
upon exchange happens to rife; why {hould wefup- 
pofe that the demand for goods peculiar to England 
fliould diminifli, for a fimilar reafon ? 

If the rife, however, in the price of exchange 
(hould diminifh the foreign demand for fuch Eng- 
lifli goods, by raifing the price of rhem in the fo- 
reign market, this, at leafl!, will prove that coinage 
does not make prices fall proportionally at home ; 
becaufe, if they fliould fall, ftrangers would buy as 
cheap as formerly : the prime coft (as it would ap- 
pear upon the accounts of their Englifli correfpon- 
dents) would diminifli in proportion to the I0& upon 
exchange in remittmg to England, and would juft 
coitipen&te it tv fo upon the whole^ the price of the 
merchandize \^ould ht the htne in the foreign mar- 
kef as before^ 

D 2 ^ 
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If the impofition of coinage, therefore, be faid 
to raife the price of Englifh" merchandize in foreign 
markets, it muft be allowed that it will not raife 
the value of the pound fterling at home, by finking 
the value of commodities : that is to fay, the prices 
of commodities will adhere to the denominations of 
the coin ; and the coin bearing an advanced value, 
^ above wjiat it bore formerly, ftrangers muft pay it. 
But will not this diminifh the demand for Englifli 
goods ? Npt if they be peculiar to England, as we 
here fuppofe. But allowing it fhould, will not this 
diminution of demand fmkthe value of the Englifli 
coin, by influencing the balance of trade ? If fo, 
it will render remittances to England more advan- 
tageous : confequently, it will recall the demand. 
The difeafe, thercfoi e, in this cafe, feems to draw 
the remedy along with it. 

Now what appears here to be a remedy againft a 
difeafe, is at prefent, as we may call it, the ordi- 
nary Englifli diet, fince it is finking the coin to the 
price of bullion. If, therefore, the having of coin 
always as cheap as bullion, can be any advantage to 
trade, the nation is fure of having it, whenever 
the balance \is unfavourable, notwithftanding the 
impofition of a duty on coinage. 
Wheutu Trade has its viciflStudes, and all nations find, 

Tavourabic. ^t timcs, that their neighbours mufl: depend upon 
them. On fuch occafions, the balance of their 
commerce is greatly in their favour. 

Is it not, therefore, an advantage to have a prin- 
ciple at home, which, upon fuch occafions, is ca- 
pable of diminifliing with os the value of that mer- 
chandize (bullion) which ftrangers myift give as the 
price of all they buy ? . 

Ott 
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On the other hand, the fame principle feems to Q h a p. 
fly to the affittance of trade, when. the balance be- -.^.A^ 
comes unfavourable, as it virtually diminiflies to And how, 
Itrangers the price ot all our commodities, by rail- wurabU:. 
i ng in our market the value of that commodity 
(bullion) which they muft give as the price of what 
they buy. 

This may fuffice, in general, upon exportation. 
It is a hint from a perfon not verfed in commerce ; 
and as fuch it is fubmitted. 

I now pais to the fecond part of this operation, Howihc 
to wit, the influence which the impofition of coin- culnTgerf. 
age has upon the intercfts of trade, when the quef- pf^rt,f Jn 
tion is to purchafe the commodities of other cdun- 8'^*^\»™- 
tries. Thefe operations are quite different, and in 
examining this theory they muft be car<efully diftin- 
guifhed. 

We have feen how the impofition of coinage, when the 
during the favourable balance of trade, procures to favouubie. 
the nation an advanced price upon the fale of her 
exports. As long as it remains favourable, it muft 
produce the fame good cffeft with regard to her im- 
portations, by finking at home the price of the bul- 
lion with which fl)e muft pay for them. Bullion 
muft become cheap in the Englifli market, in pro- 
portion as the balance of her trade is favourable, 
and in proportion as it is cheaper there than in 
other nations (with refpeft to their refpeftive coins) 
in the fame proportion the nation has ap advantage 
in paying what flie buys, or in employing her bul- 
lion for extending the fund of her own cpmmerce. 

Upon the other hand, fliould the balance of her And hot»% 
trade turn againft her, her bullion rifes. This touiabic 

D J renders 
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BOOK renders the price of all foreign merchandize dearer 
to the iipporters than otherwife they would be ; 
becaufe they mud pay them in bullion. But this 
lofs is at prefent conftantly incurred ; and when in- 
curred, is not national^ the national lofs is upon 
the balance of the trade ; but whether this balance 
be paid in bullion at the mint price, or in'bullibn 
at the price of coin, the balance of the trade is juft 
the fame. Now if this wrong balance (which I 
here fuppofe to proceed merely from the imports 
exceeding the exports upon trade in general) ren- 
ders the purchafe of foreign commodities dearer to 
the merchants, without coiling more to the nation ; 
is not this fo far advantageous, that it difcourages 
hnportations juft at the time they ought to be dif« 
couraged, smd thereby may tend to fet the balance 
even again? i ' 

Thus I have endeavoured to analisoe the influence 
of this prii^ciple in the four cafes ; to wit, upon ex- 
portation and importation, under a favourable and 
unfavourable balance of trade. Thefe different com- 
binations muft always be examined feparately, or elfe 
obfcurity and confufion will enfue. 

We muft alfo obferve, that there are ftill other 
combinations to be attended to, although it be fu- 
perfluous to apply the principles to them ; becaufe 
the variations proceeding from them are felf-evident. 
I mean, that this queftion may be confidered as re- 
lative to a nation which has coinage free, with re- 
fped to another nation where that duty is impofed. 
In this cafe we may decide^ that as far as the fitua- 
tion of the latter is advantageous, fo far muft that 
of the former be difadvantageous, and vice verfa. 

The 




OF POLITICAL CBCONOMT. » 

The queflion may alfo be confidered in relation 
to countries who have the duty on coinage either 
the lame, or different. When they have the fame, 
there can be no advantage on either fide ; except- 
ing in this refped, that the nation which has, upon 
an average^ the balance of tiade in her ftvour, tidil 
thereby render her trtde ftill more favourable than it 
would be, were the coinage free on both fides. 

From which w6may conclude, that the mdre a xhtmor* 
nation has the advantage in point of trade, the ^'"Jjjijj^^'j^ 
more it is her int^rcift to impede th^ duty of coiri- rfiorc idl 
age. WheYi the knpofitioiii is unequal in the two toimpdn/* 
countri^^ I apprehend that the countfy ^hich la^ tlZ^ 
the fmalleft duty upon her coirlage, litay he confi- 
dered as having k altogether ftde, and that the 
other may ht cpisfidef ed as impofmg no mfoto thin 
the difference. 

Upon thefe {>riseiples imift the quefthm hdre 
propofed be refolved. They ndver can* decide ais 
ta the matter of fed:, jto wit, whisther thi French 
trade is hurtful or luletallve : all we are warranted 
to conclude from them is, that the trade of Great 
Britain woAild be tti&re advantageous with Frafiee 
than it is, were a dut^ on eoiitage to be laid ih 
EnglaAd ^ high tt there, hk thas fenfe, we niay 
bfy thalt the a[p{>afrent lofs by exchange is a proctf 
that coin is conlmionly ddater in? Frande thin in 
England ; from which a lofs may be impKed* ^ bit 
the lols upon exchange nowife denotes tKe degree 
of lofs upon the trade, and mvte^ lefr dote k cer- 
dfy thai the baiaiKe tftpon (hii whib h agafoi( 
Great Britain. 

»4 
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CHAP. IV. 

Of the different methods of impojing coinage ; nnd of 
the influence they refpe6lively have upon the value 
of the money-unit^ and upon the domeflic interejis 
of the nation. 



BOOK 

III. 



THERE are two ways of impofing coinage ; one 
by pofitive law, and by the force of that an- 
ilr^an^'**^ thority which is everywhere lodged in the legifla- 
coinage. ture \ the other, which is more gentle, renders the 
impofition alraoft infenfible, and is eft'ecluated by 
the influence of the principles of commerce. 

By the one and the other the fame end may be 
obtained; with this difference, that all circum- 
ftances muft yield to the force of authority : and 
when this is employed, coinage is impofed as a 
tax upon coin, in fpite of all refiftance ; whereas, 
in the other cafe, the effeft takes place by degrees ; 
it is no tax upon coin ; but it is liable to interrup- 
tions ; and therefore, upon a' general recoinage of 
all the fpecie of a nidon, it is not fo effedual as the 
firft ; although it may anfwer perfedlly well for fup-' 
porting a fund of good fpecie, and for replacing all 
the diminutions it may fufter from melting down or. 
exportation. 
FUnUid I fliall now give examples of the one and the 

ciupte" '^ x)ther piethod : I (hall point out fome of the confe- 
quences which attend both : I fhall chalk out a 
rough draught of the principles, which may be ap- 

plied 
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pGed in . forming a plan for laying on this impofi- c (4. a p. 
tion in the Englifli mint : and, laft of all^ I ihall 
file w .haw the experiment may be made. 

Were the government of England to call in, at 
prefent, all the coin in the nation, ' in order to be 
recoined, and to fix the mint price of it, as gold *"^'"y- 
and filver ftandard bullion, at — -^per cent, below 
the value of the new coin ; this would be impofing 
coinage by pofitive law ; and being an arbitrary 
operation upon the coin of the nation, could not 
£ul of influencing the value of the money-unit. 

Were government, on the other hand, to give 
orders to the mint, to pay for gold and filver bul- 
lion for the future, no dearer than per cent. 

below, the coin, this would be no arbitrary opera- 
tion on the coin of the nation, and would not (as I 
imagine) influence the value of the money-unit, 
although it might fink the price of bullion, by the > 
influence of the principles of commerce. 

The different confequences of thefe two methods 
cf impqfing coinage are now to be explained. 

Were England, during a War, or at any time 
when the balance of her trade is unfavourable, to 
impofe coinage by law in the manner propofed, the 
confequence would be, that all the fpecie in Great 
Britain, or at'leafl: a confiderable part of it, might 
poflibly be melted down, and fold in the market fof 
bills of exchange. In a nation of trade, where cre- 
dit is fo extenfively and folidly eftablifhed, ^there Thcmctais 
would, in fuch a cafe, be no difiicuhy to fipd an pon^" 
outlet abroad for all the metals in the kingdom ;^ . 
becaufe then every thing would be confidered as 
profit, which was Jefs than the ^ per cent. Xoh 
in carrying the coin to the mint. 

If 
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If it be obje£led, that thii plan has been many 
times eitecuted inFrai^ce^ psirticularly in 1709 and 
17269 without any fttch inconveniences; I anfwef , 
as I have done upon other Occdions, drcumftances 
are to be examined. 
v^nc \\t ^P^^ ^^^^ occafions, in France^ iht coin is or- 
is pr«ve'mtd dered to the mint, upon penalties againft thofc 
neif^. ^ho (hall not obey ; melting down is ftridly in- 
quired into, and feverely punifbed ; all the roads 
which lead to foreign countries are befet with guards, 
and no coin is fuSered to be exported ; all debts 
may be demanded in coin ; and all internal com- 
merce is cstfried on with fpecie. 

This is a violent method of impbling t tas upon 
a)! the cohi in the nation ; and the general coin- 
age is made with no other imention. In the coin- 
age 1709, this tax amounted to ^i^f^ urn. 
(Dutot^ Vol. I. p. id4.) 
yrOTcb po- Under thefe drcumftsmces^ it is very evident, 
»1S! wi° that thofe who have coin or bullion muft either 
fndVrfti^ carry k to the tc^vx^ of bury it : ther^ is no middle 
eouHe to be followed. 

Let me here obferve by the bye, how frenfuem 
it is to fee people blame the gresrteft rmniders raflily, 
and impute to them the moi): ab^d opinion)^ coik 
cemkig the mod iimple matters. How much have 
the minifters of France been laughed at, for pfi^ 
IfeHcEng to forbid the exportadbn of coin, in order 
ft) pay the balance of their trade ? They did tm 
ferfeid the exportation of the coitt for f be patynig 
of their debts : Oh the contrary, i!he KAig hai^ 
fcmctimes had his bankerj^, whofc btffmefs it w^s 
to fend coin ra HoHiand for this p«»^o(e, a^ we ftaQ 
' explain 
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ttplain in another place. This, I think, is com^ 
xnon fenfe. 

If the ridicule' is turned againft thofe flfttes, who 
forbid the mehing down and exportation of coin, 
where coinage is free, I muft alfo make anfwer, that 
there the prohibition is laid on, to fave to govern- 
ment the expence of perpetually recoining what is 
melted down, or of coining the foreign fpecie, im- 
ported in return for that of the nation which has 
been exported without neceflity. 

Let us next examine the confequence of impoftng 
ccMnage by law, when the plan is fo laid down (no 
matter how) as n,ot to be fruftrated by the total dc- 
fertion of the mint. 

Is it not evident, from the principles' laid down How coin. 
in the firft chapter, that, in this cafe, the value of cS^^c 
the coin muft rife, not only with refpeft to bullion, \^^^^^^' 
but with refpeft to every commodity : or, in other ^^^^^. 
words, that the prices of commodities muft fall uni- 
vcrfally with refpeft to the denominations of the 
coin ? For who will pay the fame price for a com- 
modity, after he has been obliged to pay — — per 
cent, to purchafe the price vi*ith which he muft 
buy ? But the moment the great operation of 
the general coinage is over, ^nd that trade begins 
to work its former efFefts, while the balance of it 
is fuppofed to remain unfavourable, all prices wrH 
return to their former rate, with regard to the de* 
nominations of the coin, by the operation of ano- 
ther principle. The new coin procured at fo much 
coft will then fall to the price of bullion ; that Is to 
Jay, all the price paid for coinage will be loft, and 
confequently money will return to its former vahxc; 

or- 
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or, m other word$, prices will be made to rife to 
their former height ; becaufe then nobody will be 
obliged to pay per cent, to procure the price. 

Now, it is the efle£k produced on prices by the 
return of a fi;vouiable balance, when coin regains 
an advanced price aboye bullion by ihe influence of 
commerce, which my theory does not reach to. I 
cannot difcover a principle, which can force the 
prices of articles of inUind confumption to fall aind 
fluftuatc with the prices of bullion ; becaufe I find 
them too clofely attached to the denominations of 
the coin ; and that foreign commerce has not fuf- 
ficient influence upon them. As this combination 
is beyond my reach to refolve, I leave it to the de- 
cifion of es^eriment. 

Here a plain objection occurs againft what has 
been faid in the twelfth chapter of the firfl: pa^t, 
viz. That the wearing of the Englifll coin has' 
the efl'edt of raifmg the priqe of corn in the market, 
which would be made to fall upon.a reftitution of 
the coin to legal weight. But the anfwer is plain. In 
the former cafe, the diminution of the value of the 
coin was fuppofed real* and permanent ; in which 
cafe, with time, it works its effefts of raifmg prices 
without doubt: but ^ here the augmenialioix is not 
real, ^and the fluduiitio;is of the value of the coin 
with refpeft to bullion, are both imperceptible to 
any but merchants, and at the fame time fo uncer- 
tain, that they have not time to work their effefts 
upon the price of other commodities. 

Were a balance of trade to conilnue long favour- 
able, and were coin to preferve, during all that ^ 
time, the fame advanced value with regard to bul- T 

lion^ ' 
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Jioriy in this caf^ I have little doubt but the value chap, 
of that univerfal commodity (bullion), in conjunc- ^^^-w 
tion with the operations and influence of foreign ' 
commerce, might reach inland markets, and re- 
duce the price of commodities. But as this feldoni 
hapj>cns (as I am apt to believe), we may fay, that 
in proportion as it is more or lefs the cafe, a duty 
on coinage will mcM-e or lefs reduce the price of 
commodities. 

Coinage therefore ouojht, upon many occafions, Com»ge 
to be confidered as affecting immediately the price of p. ice of 
bullion only, and that of commodities indireaiy : ^^^^,1^] 
whereas the diminution of the intrinfic value of the ««<i«hacc>f 
com, by immediately affeSing price^ mult confe- tieg iaru- 
quently afFed the rate of every thing which is given ^* ^' 
for it. 

Let us next examine the confequence of impo- 
fing^ coinage by the influence of" the principles of 
commerce. 

The method here is to leave every one free to do c«nre» 
with his coin, or with his bullion, what he pleafes. ?i"c"Kfc« uf 
If people incline to naelt down or export the coin, ^J^f^j^^^'^" 
they may have entire liberty tp do it : no penalty caafem. 
need to be impofed ; the expence of procuring new 
coin, will be fufficient to (top the practice. - 

In order' to make our reafoning here more dif- 
tind, let us form- a fuppofition with regard to a new 
regulation of the Britifli coin. 

The ptefent confufion has convinced every man, 

that a reformation of the coin is neceflary ; and the 

i^inions of thofe who have written befl; upon this 

fubjeft feem to. be divided upon one main article. 

The metals are difproportioned in the coin, the 

gold 
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gold being there to the filver, as i to 15.21, m^ 
ftead of bemg as 1 to 14.5. By law, 113 graint 
of gold are made equal to 1718.7 grains of filrer. 
One party would have the filver adjufted to the 
gold ; the other would have the gold adjufted to 
the lilver*. This is the queftion, in a few words^ 
Now, fuppofe a niiddle courfe were taken, and thai: 
the ftandard were to be fixed at the mean propor- 
tion of thefe two values ; that is, at the value of 
the half of 171 8,7 grains fine fihrcr, added to the 
half of 113 grains fine gold; which, in the firfl 
pirt of this book, wc have fliewn, by niany argu- 
ments, to be the only method of prderving aii 
equatity in. the money-unit ; this will make the new 
pound confift of i6yS.6 grains of fine filver, and 
115.77 grains fine gold : and this is alfo a fort of 
medium between the two opinions. 

At this rate, the pound troy ftandard filver muft 
be coined into 63 (hillings and 6 pence, and the 
pound troy ftandard gold into 46 guineas, or pound 
pieces, each worth 20 (hillings. 

Now, if upon both fpecies 8 per cent, coinage 
were impofed, (for as all this is a pure fuppofition, 
it is no matter at what rate the coinage be 
ftated,) then the mint price of the pound troy fine 
filver muft be fixed at 63/. i^d. and the mint price 
of a pound troy of fine gold at 45/. 5/. Jrf. fter- 
Kng. 

Suppofe then (as'an example) that the ftim price 
of fine bullion fliould be fixed at 8 per cefa/bel&^ 
the coin in England ; What principle could oblige 
people to carry bulHon to be coined ? 



I anfwer. 
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I anfwer. When the balance of trade is &voar> chap. 
able for England, that balance muft fooner or later 
be paid in bullion^ If trade (UU continue favour-^ 
able, after the firft balance is p^ to England, 
what ufe can thofe who have the bullion make of 
it, if there be no demand for it to work it iaio 
plate ? To export it, by employing it in trade, does 
not remove the difficulty j becaufe^ while the ba* 
hnce (lands favourable, export as much as yott 
viU, more bullion muft enter than it is poffible to 
export, in the way of trade ; for we do not fuppofe 
that in exporting it, it is to be given avray gratis* 
The bullion, therefore, not being demanded for 
exportation ; not being permitted to pafs current . 
for money ;: and not being demanded for making 
into plate ; muft be employed fo as to be profitable 
to the owner in one way or other. For this pur- 
pofe it moft be lent, or employed within the coun* 
try for purchafing fome fort of eSe£ts which pro** 
duce an income. For this purpofe the bullion muft 
be coined, in order to render it capable of circus 
btion, and of becoming price. 

At all times, therefore, when in a country there 
is buUioa, not demanded as fuch, the proprietor 
carries it to the mint, he fells i^ at the mint price ; 
and as^ this mint price is ftated at 8 per cent, below 
the price of coin, he gives it for the price he can 
get for it : this he does without regret, becaufe, if 
neaBt day he fhould want to change his coin into 
buHk>n iif|cain, he will find it in the market at the 
Quae value* 

IT it be farther objected, ^t rather than carry 
it to the mint at 8 ^ unU difcouat, people wiU 

lend 
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lend it to foreigners : I anfwer, that if it be lent to 
foreigners, this lending will turn what we call 
the balance of trade againft England, and then cer- 
tainly nobody will carry bullion to be coined ; for 
in whichever way it happens that more bullion is 
exported than is imported, in every cafe the price 
of exchange and of bullion muft rife ; and this is 
conftantly conftrued, though vciy^improperly, as 
a balance of trade againft England : which, to 
mention it by the bye, is another reafon to prove 
how ill people judge of the profperity of trade by 
the courfe of exchange j fmce the leitding of money, 
as well . as the paying of debts, equally turns ex- 
change againft the country. 

Bullion, therefore, never will be carried to the 
mint, when it can be difpofed of above the mint 
price; and both theory and experience^ over all , 
Europe, where, England excepted, coinage is im- 
pofed, proves, that bullion, is carried to the mint, 
and fold b^low the price of coin, weight for weight 
of equal finenefs. 
How the By fixing the mint price at 8 per cent, below the 

Slhe n?ei!i» ^^'"^ ^^ ^^^ coin, it is not neceffary that this price 
may he aU j^g made invariable : a power may be lodged fon;ie- 
»*o. where, by the ftate, to make deviations from the 

« ordinary mint price. A war breaks out; large 
quantities of coin are Exported ; fpecie becomes 
fcarce : May not the ftate, at fuch a time, deliver 
coin to the mint at the current price of the bul- ^ 
lion ? Let matters come to the worft, the price can ^ 
never poffibly rife above the prefent value, to wit, 
that of the coin when it is preferved at its true ■ 
weight. If peace return and trade become favourable; 

the, ';" 
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the mint may then be ordered to fink its price, in chap. 
proportion to circumftances. In fhort, the tnint w^v^ 
may receive bullion at different prices, at different 
times, without occafioning the fmalleft confufion 
by fuch variations in the intrinfic value of the cur- 
rent fpecie, which muft condantly be the fame. It 
is of no coufequence to any perfon who receives it, 
whether the coinage coft nothing, or whether it coft 
8 per cent* 

By this method of impofing coinage, all the ad« influence of 
vantages reaped by France may be reaped by onTi^!)!^ 
England. The bullion will be allowed to fall as *:°'"'?* **" 

o ^ ^ ^ the pi ice ot 

low as with them, when trade is favourable. If it commodi- 
rife upon a wrong balance, the mint need not be lue'of the * 
flopped, in cafe coin be found wanting for the }j^""*^^^^" 
ufes of the flate ; and when that neceffary demand 
is fatisfied, the mint price may be reduced again. 

I do noi fee how the value of the pound flerling 
can be anywife influenced by this plan of impofing 
coinage : becaufe the impofition is not arbitrary ; 
nor can it either add to or take from the mafs of the 
metals appointed by ftatute to enter into the coin. 

The only pofTible influence coinage can have 
upon the value of the pound flerling, is by lower- 
ing the price of commodities. If it have this ef- 
fect, I flill agree that it is the fame thing as if an 
addition were made to the metals in the coin. Ex- 
perience alone will refolve the queflion : and if by 
this it be found that piices are not affeded by it, 
then we may fafely declare, that no variation has 
been occafion^d in the value of the money-unit, 
and confequently no injury done to any intcreft 
within the flate. 

Vol. III. E This 
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B 00 K 'jThis propofition, however, requires fome limi- 
tations. ITie prices of commodities, certainly, will 
not be affedcd immediately by the impofition of 
coinage in the way it has been propofed to lay 
it on ; but I do not fay that, upon fome occafions, 
they i^ay not be affcfted by flow degrees. 

When the balance of trade at any time has ftoo'd 
long favourable for En^and ; when the coin has 
remained long confiderably above the price of 
bullion; and when, confequently, the mint has 
been well employed ; then the value of commo- 
dities, as has been faid, may become influenced 
by the operations of foreign commerce, and be 
funk in their price. Yet even here, this confe- 
quence is by no means certain; for this reafon, 
that what turns the balance of trade in favour of 
a nation is the demand which foreign markets 
make for her commodities : now this demand, as it 
raifes the value of her coin above her bullion, fo 
it raifes the price of her commodities, by increafing 
foreign competition to acquire them. 

Thefe combinations are very intricate, and more 
properly belong to the doftrine of commerce than 
to that which we are now upon. I have thrown 
them in here, for the fake of extending the prefent 
theory a little farther, and for enabling us to ac- 
count for appearances which may happen upon 
the. impofition of coinage, fuppofing it fliould be 
thought proper to make the experiment. 



CHAP. 
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CHAP. V. 

How an Experiment may be made to difcover with 
Certainty the real Effeds of the Impofition of 
Coinage. 

^ITTE have dwelt very long upon this part of our 
fubjed^ and after all our endeavours to elu- 
cidate the principles which ought to decide whe- 
ther the impofition of coinage will raife the va- 
lue of the pound fterling, in a kingdom which, 
like Great Britain, is in a mercanple correfpon- 
dence with nations where this duty is introduced, 
we have dill been obliged to leave the final de« 
cifion of the queflion to an experiment. 

By that alone it will be clearly difcovered, 
whether coinage will have the effeft, firft, of fink- 
ing the prices of commodities, to the prejudice of 
manufafturers ; fecondly, of raifing the price of 
the pound fterling, to the prejudice of all the clafies 
of debtors within the nation ; and thirdly, of 
hurting trade, by putting England under the ne- 
cefljty of felling dearer, without being able to fell 
. as cheap as before : or whether commodities will 
remain at their former prices ; the pound fterling 
at the fame value; and England be enabled to 
fell dearer to foreigners, when her commerce is fa- 
vourable, Vithout being obliged upon other oc- 
cafions to fell cheaper than at prefent. 

I (hall now give a hint concerning a proper 
method of making the experiment. 

£ 2 Suppofe 
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Suppofe peace • to be reftored, and a balance 
of trade favourable to England ; that government 
fliall take the refolution to fet about the reformation 
of the coin ; that they (hall publifh the plan of re- 
formation three years before it be intended to com- 
mence, according to what was propofed in the 
1 4th chapter of the firft part ; that they fhall make 
a change in the mean time upon the regulation of 
the mint, by ordering all filver coin, and all gui- 
neas except thofe of George IL, to pafs by weight ; 
that (hillings fhall be ordered to be coined at 65 in 
the pound troy ; the mint price, when at par with 
the coin, remaining as at prefent with regard to 
the gold, and raifcd to 65 new pence per ounce 
with regard to the filver. This, 1 im^ine, will 
furnifh fpecie fufEcient to the nation, and will make 
no change upon the value of the pound fterling at 
prefent. 

So foon as there fhall be a few millions of filver 
coined free, let the mint price both of gold and 
filver be diminifhed ; fuppofe 4 per cent. This, I 
imagine, will in a fhort time give an advanced ^ 
price to coin, and fink the price of bullion ; which 
will have the effeft of recalling all the guineas of 
the late King, from Holland and Flanders ; becaufc 
coin being then dearer than bullion in England, 
people will choofe to fend over current guineas 
to pay their Englifh debts, rather than to remit 
bills of exchange. This circumflance will natu- 
rally flop the coining of gold for fomc time ; but if 
the balance of trade (hall continue favourable, the 
mint muft, in time, be fet a-going. 



• Written in the year 1761. 
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During this period, a {lri£t attention mud be had 
to the ftate of prices. It is plain, that flopping the 
coining of eold oueht not to make them fink ; fince ^"'^»"k *^'* 
the daily augmentation upon the quantity of the gold a tiofe at- 
com from abroad (which will not colt any coinage) \^ had to 
will, I imagine, be fufEcient to compenfate it. If, 
therefore, prices fhall be found to fink notwith- ' 
(landing, this effed mud proceed from a combi- 
nation among the merchants. An intelligent 
perfon T)rill quickly difcover the true ftate of the 
cafe. 

If the finking of the price of goods be a neceffary And if they 
confequence of the impofition of coinage, it will iTd^Icmlr 
perhaps manifeft itfelf by the following fymptoms : cauftofiu 
firft, The profit of the Englifli merchants upon 
goods exported will be the lame as before. Se- 
condly, The price of the goods exported will be 
the fame as before in foreign markets. And 
thirdly. Exchange will mark as many per cent, fa- 
vourable for England as goods will have fallen in 
their price at home. 

If the fall of the. prices be forced, by a combi- 
nation among the merchants, their profits will be 
greater; and very probably no variation will ap- 
pear upon the exchange in favour of England. 

Let, therefore, the courfe of exchange be at- 
tended to ; and by this the minifter will be able to 
judge, when filver and gold are to be brought to 
the mint. The moment exchange, and the price of 
bullion in the London market, fhall fliew that coin 
is near the full price of coinage above the price of 
bullion, then the time approaches when the mint 

b to be fet a-going. 

E 3 It , 
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BOOK It 18 to HO purpofc to pretend to prognofticate 
s^J!^:^^ the cfFeft of this change in the policy ^f the 
Farther con- Englifli mint. Eflfefts It will certainly produce, 

Sequences of , , , ' , 

ihiitxpcri- which cvcry one will interpret according as their 
intcrefl may diftate to them. But the principles 
of trade are now too well known. Englifli mi- 
nifters are too well inftrufted in the theory of it, 
and too fliarp-fighted to be deceived by appear- 
ances. A trial of a few years will render the confe- 
quences of this innovation peffeftly clear; and 
before the great reform upon the coin can take 
place, the principles will be fo well confirmed, as 
: not to leave a fiiadow of doubt concerning the 
courfe which is beft to be followed. 
. The lilver coined in the interval, at 65 fliillings 
in the pound troy, may then be rated at its juft 
value, in proportion to the new pound fterling, 
and may form a denomination by itfelf, eafily to 
be diftinguiflied by the (lamp. If it fliould happen 
to fall into inconvenient fradions', let it be cried 
down, and received at the mint above the rate of 
other bullion : the lofs will not be confiderable ; 
and it cannot be expeded that any plan can be 
propofed which is liable to no inconvenience. 

Another method is, to coin during the interval 
of the three years, fliillings of the weight adapted 
to the new regulation, and in the mean time to 
give them a value proportion^ to the prefect 
currency. 

In whatever way the experiment be made, by 
the impofition of the price of coinage, a great ex- 
pellee will be faved to the flate, namely, the ex- 
pence of the mint. The national coin will be kept 
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at home, and, when exported, will be preferved 
from the melting pot* This is the cafe with the 
French coin. Why are louis d'ors worth as much 
as guineas in many foreign countries ? It is evident 
that they are not intrinfically worth fo much by 
4i per cent, but they are virtually fo in the eyes 
of money-jobbers ; becaufe, being, exported from 
France while coin is fallen low by a wrong balance 
of their trade, they ftill retain an advanced value, 
for this reafon, that when fent back, upon a revo- 
lution in trade, they become better than bullion, 
by all the advanced price of the French coin, at a 
time when their balance becomes favourable ; and 
for this reafon' they are fought for, and are paid 
for in proportion : whereas any bullion, or ^any 
coin whatfoever, is as good to fend to England as 
her own proper fpecie. It is this which occafions 
the guineas to be melted down without the fmallefl 
regret *. 

It 

♦ At this place the gentlemen of the Monthly Review for Au* 
guft 17679 p. iiSf propofe two queftions, which I (hsaU briefly 
anfwer. 

* Qu^' I* ** Is not any tax on coinage a temptation to foreign- 
^ ers to run coin in upon a nation, whereby their bullion may be 
*^ purchafed cheaper than at any other markets, to the great loft 
** of the country in queftion V 

^ueji, II. "May nut this be one reafon, why fo much 
French coin k conftantly circulating in the provinces bordering 
upon France ; while there is httle or no Englifh coin to be 
** Ycen but of the kingdom ?'* 

Anfwer to QueJI. I. Without all doubt I have obferved in the 
24th chapter of the 4th book, how the Dutch (upon the change 
of the FrencK coin by the Duke of Orleans) ftamped the old 
feuis d'ors with the young king's head* and fent them back to 

£ 4 Fnmce 
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It would be a curious inquiry to examine the 
proportion of money coined in England and in 
France, and to compare the quantities coined with 
the quantities in exiftence. People commonly efti- 
mate the wealth of a nation by the quantity of its 
coined money. Some go farther, and imagine 

that 



France at the advanced value of 25 per cent* ; but fuch practices 
have taken place at fuch times only, virhen an extravagant price 
has been impofed on coinage. 

It is for this reafon alfo, that* on fome occafions, the very ira* 
portation of French coin into France^ is abfolutely forbidden. 

It is hardly pofllble to imitate any coin with fuch exa6lnefs at 
not to be difcovercd at the mint where it is coined. Whenever, 
therefore, fuch forgeries are difcovercd, every method is fallen 
upon by government to dete^l and to prevent their effefts. No 
ftatc will publicly permit the coin of any prince to be forged 
within their limits. Remonftrances therefore, on fuch occations, 
are made by the French court to the regencies where fuch prac* 
ticcs are in ufe ; and as they are private frauds, no ftate can have 
an intercft in protecling them. Upon the whole, it is certain, 
that this inconvenience is infeparably connefted with the impo- 
fition of the duty of coinage ; but, infady the confequences arc 
found to be trifling, unlefi when the duty is exorbitant. 

Anfwer to QueJ}. II. The only reafon, I think why French 
coin is fo very common in circulation on the frontiers of that 
kingdom, is, that when it comes out of France, it flill retains, 
with refpe6i to France, a value above every other bullion equally 
fine : and therefore it mull circulate until it can return to 
France 5 becaufe in the interim nobody will melt it down. But 
when the forging of the French coin takes place, the forgers 
privately convey fuch coin into the kingdom of France itfelf, 
where only they can draw the full value of their fraud ; a con- 
siderable part of which they would be deprived of, were they 
to throw it into circulation in the neighbouring provinces, 
where (although it pafs above its intrinfic value, as has been 
fjaid) it i§ dill current for lefs than in France itfelf. As for 

7 Englifh 
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that the quantity of the coined money b the repre- 
fentation, and even the meafure of its wealth. I 
cannot be of this opinion, for reafons which I have 
given in another place ; but I fhall only obferve 
here, that coin, like every other thing, is made in 
proportion to the occafions people have for it. 

The more equality there is between induftry and 
confumption in any nation, the lef; coin they have 
occafion for ^ in proportion to the alienations they 
make ; the more a nation is given. to penury and 
hoarding, their occaiions for coin are proportion- 
ally greater. 

An example will make this plain. Suppofe two 
markets A and B in the lame country, where paper 
does not circulate ; that 1 000 people come to the 
market A with an intention to fell what they have, 
in order to buy what they want ; that 500 refort 
to the market B with an intention only to fell, and 
500 others only to buy. In the laft example, it is 
evident, that there mud: be brought to market, in 
fpecie, th^ price of all the goods offered to fale, or 

elfe 



Englifh guineas^ I xnuft obferve, that fuch of them as are light 
are very comxnon in circulation both in Holland and Flanders, 
m time of wary when the balance again ft England is very great. 
But no fooncr was a new loan made in England during the laft 
war, than all of them difappearcd. They were then returned to 
England value il. is. though during their circulation abroad they 
had pafled at their weight of bullion only. As for the new 
and heavy Englifh guineas, none can be found in circulation out 
of the kingdom ; becaufe the foreign mints coin them down, 
as is defcribed in the 8th chap, of this fecond part. Thefe 
circumftances have been all combined in this theory of money ; 
but can it be fuppofed that after one reading only, any perfon 
can retain them ? 
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elfe a part muft remain unfold: but in the ^rft 
cafe, a much fmaller proportion will fuffice ; }^ 
caufe no fooner has any one fold the goods he has, 
than he buys from another what he has occafion 
, for ; fo that the fame money circulates from hand 
to hand, in fuch a manner, as were we to fup- 
pofe every one of the thoufand perfons to fell for 
the predfe value of what he buys, every man would 
carry home the fame fum of money he had in his 
pocket on coming to market. Thofe who begin 
by felling, will carry home their own coin ; thofe 
who begin by buying, will replace what they had 
with the coin of other people. 

In proportion, therefore, to the trucks of com- 
modities for commodities, money is the lefs neceifary ; 
and in proportion as people fell in order to realize, 
coin is the more neceifary. When hoarding was in 
fafliion ; and when lending upon intereft was little 
known, had alienation been as frequent as at pre- 
fent, the quantity of coin muft have been much 
greater. At prefent nobody hoards, where lend- 
ing at intefeft is lawful, except in nations where 
credit is precarious. This was the cafe in England 
about 1695, and is perhaps the cafe at prefent in 
France *. Hoarding from this motive is more 
hurtful than from any other : becaufe, at the fame 
time that by preventing the lending of the coin of 
the nation, it deprives the public of a circulating 
value, it alfo prevents bullion from being lent by 
neighbouring ftates, and from being carried to the 
mint by thofe who have it at home. Whereas 

♦ In 1760. 

hoarding 
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hoarding from avarice has none of thefe incon- chap. 
veniences : and when credit is good, there will al- '_3~,'—t^ 
ways be found coin fufEcient ; becaufe a demand 
for it will always procure it. 

Why is It thought by fome that there is fo little Ju*««^ 
com m England, m proportion to what there is m a man»ft 
France ? Does any man imagine that this is a mark ^^*rf** 
of poverty? By no means. Let the government **"p«^ 
of England profcribe the currency of paper money, 
the coin will quickly return ; becaufe then it will 
be demanded. But at the prefei\t the paper fup- 
plies its place/ and fo it goes abroad ih order to 
gain more ; whereas in France it remains at home, 
and produces nothing. The wealth of a nation * 

can no more be cftimatcd by the quantity of its 
jcoin, than the wealth of private people by the 
weight of their purfe. Were a pcrfon, from this 
circumftance, to calculate the wealth of the Bridfh 
courtiers aflembled at the Groom Porter's, he would 
find himfelf grofsly deceived in his conclufions *. 



• The gentlemen of the Cntical Review (for July 1767, page 
28.) make the following criticifm on' this pafTagc : 

*' The author fcems to think that there ia more coin in France 
** than in England, but concludes, that this it no mark of the 
" poverty of the latter. He believes, that if the currency of 
** paper money was profcribed, the coin of England would 
•* quickly return, becaufe it would then be demanded. We 
" are here ^a little fufpicious that this writer is milUktn in hia 
•* fa£^8, in fuppoGng more coin to be in France than in Eng- 
'* land ; or in imagining (as we fuppofe he does), that tiie cur- 
** rency of paper-moucy m England has banifhed coin. We 
*' are inclined to think that both thofe fa£ls are midaken ; and 
*< that an £ngU(h merchant or financier of very moderate abi- 
*« \l\ici, eiuher of head or porfe, may inform him better. As to 

paper 
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CHAP. VI. 

I 

Mifcellaneous ^uejiiom and Obfervaiions concerning 
the Dodrinc of Money and Coin* 

TN deducing the principles of every branch of po- 
litics, it is of great importance, at fetting out, to 
treat every one feparately j to avoid intricate com- 
binations 



<* paper credit, we can by no means admit that it baniihes coin 
** out of England. It it rather an addition than a fupplement 
** to cuirency ; and though French and foreign authors have 
** raifed many curious fpeculations concerning the danger of 
•* multiplying paper-money, yet an Englifliman pofTeffed of a 
** twenty-pound bank note, never can think his property pre- 
** carious as long as he can receive upon demand, for the fame, 
•* nineteen guineas and one (hilling." 

Before I make anfwer, I defire, in complaifance to thofe 
gentlemen, that in the beginning of the 5th line of the prece- 
ding page, the following corf-e<5lion may be made : IViy is It- 
thought byfome that there hfo little^ i^c. 

My reafon for making this corre£lion i^ that in this place, 
1 had no intention to affirm that there was more coin in France 
than in England ; becaufe it is of no confequence to my reafon- 
ing whether there be more or lefs ; and the gentlemen of the 
Critical Review, whofe authority as to Englifh matters of f3£l, 
I (hould rely upon, inform me, that an Enghjh merchant or Jinan* 
cier of very moderate abilities^ either of head or purfe^ may infdrm 
me letter. 

What I fay in the fame paragraph of the confequence of 
profcribing paper-money,' I cannot fo eafily corredj becaufe 
this depends on a principle, the other is a fad. 

Were paper-money profcribed, how, as matters fland, could 
circulation be fupportcd with the coin wc have ? If, therefore, 

there 



there be any Englifli coin abroad^ it would, from this profcrip- 
tion, acquire fuch an additional value in England^ aft would 
quickly bring it home. Paper-money without doubt renders 
coin lefii neceflary in circulation : but I don't fay it banifhcs coin ; 
becaufe this expreiHon carries a meaning with it| which implies 
a hurt done to a nation. I fay the coin goes abroad in order 
to g^n more ; and certainly, thofe who have read this werk 
with the leaft attention, will never fufpeA me to be an enemy to 
paper-money.' 

to 
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binadons of drcumftances ; and to learn how to 
diftinguifh between the operations of the general 
principle in queftion, and the influence of an ac- 
cidental circumftance, which may throw the deci» 
fion of a particular cafe upon a principle different 
from that upon which our attention is fixed at the 
time. Let the combination and complication of 
circumflances be ever fo great, all and every one of 
them win constantly remain under the influence of 
one principle or other. 

The great art, therefore, is to have the whole 
plan of the fcience fo ready at <:ommand, as to be 
I able to apply every principle of it to the cafe pro- 
pofed* 

From this we difcover of what importance it is 
to be exadly informed as to fads, and how utterly 
infufficient the beft theory muft be in the hands of 
any perfon, who is not at the fame time a thorough 
praAitioner in the political fcience. 

In treating of the application of principles to 
particular cafes, we muft conftantly ^ ^upon this 
hypothefis, that in the cafe propofed there are no 
unknown circumJtances, which may be repugnant 
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to the exaft combination of thofe which hav€ enter- 
' ed into our fuppofition. 

The ufe, therefore, of a mifcellaneous chapter^ 
after the deduction of the general principles is over, 
is to ferve as an exerdic upon them* This is done 
by introducing queftions which may tend to illuf- 
trate or explain the matters already treated of, and 
which have not been introduced in the body of the 
work, for fear of rendering combinations too com- 
plicated, and of drawing the attention from the 
main objedk of inquiry* When a particular ap- 
pearance, alfo, feems to contradi£t a known prin- 
ciple, this appearance may here be analized, >and * 
the peculiarity of the cafe pointed out, and ranged 
under the principle which influences it. Numbers 
of objeftions alfo occur to readers of fuch inquiries, 
and which even naturally occur to the author him- 
felf, although he be obliged to take no notice of 
them at the time, for fear of interrupting his fub- 
jeft ; thefe may properly find a place in a fubfidiary 
chapter. .-It is, however, to no purpofe to attempt 
to exhauft any political theory. In this fubjeft the 
combinations of circumflances are infinite; and 
therefore people muft content themfelves with de- 
ducing all the principles by which thofe before 
them may be refolved, leaving the reft to the read- 
er's ingenuity. 

Quest. I. The firft queftion I (hall piopofe for 
ill uftrating this fubjedl fhall be. Whence it comes to 
pafs that the doftrine of money is fo extremely dif- 
ficult and involved ? 

Answ. This I afcribe chiefly to the introdu'dlion < 
of a money-jargon, employed by people who have 

had 
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had the management of mints, or who have been c)iap. 
pradlic^l merchants, without knpwing any thing of - _s- /-,_r 
the theory of their bufinefs. 

As long as money went by weight, and was Thcdeno- 
confid^red as gold and (ilver bullion, the whole ofcoin'are 
doarine. of it remained clear and intelligible: but ^"^ 
the introduftion of a numerary value, ordenomina- ^i^n^^c^*^*** 
lions of money of accompt, fometimes attached to 
one quantity of the metals, fometimes to another ; 
and the interefl of Princes, which made them endea- 
youi to perfuade their fabjedts that the ftamp of the 
coin was fufficient to give a value to it ; have both 
introduced an unintelligible language, and have 
really involved the fubjed in fo many extraneous 
circumftances, that, when we confider every thing, 
the perplexity is not fo much to be wondered at. 

1 (hall now endeavour to reduce thefe perplexities 
under fome general heads. 

The firft is, confounding ideas quite different in The terms 
themfelves. The terms gold and Jilver, money of ney, win, 
accompt^ coirty bullion^ and/>r/Vf, are often under- prJIieTarc"* 
flood and made ufe of as fynonimous, although no »^1 confidv- 

^ ' " ed as fyno- 

things can be more different. nimom. 

TTie terms s^old and ftlver fhould convey to us no whatii 

meant hv 

other idea than that of pure phyfical fubflances. metau 

That of money of accompt reprefcnts an invariable what by 
fcile for meafuring value. "'^'^' 

Coin conveys the idea of the public authority af- what by 
certaining the exaft proportion or fine and alloy in 
a mixed metal, and the realizing, in a determinate 
weight of it, the invariable fcale of money, fome- 
times correftly, fometimes incorrcftly. 

Bullion 
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BulUon carries the idea of certain determinate 
mixtures of the metals, commonly afcertained by 
fome public (lamp or other, and drawing their va- 
lue exa&ly from the proportion of the fine metals 
they contain, the workmanfhip being confidered as * 
of no value. 

Price^ again, when confidered as confiding in 
coin, is a more complex idea (lilK In it are com- 
prehended the value of the metals ; the authority 
of the ftamp for the currency ; the aftuaj value of 
the coin as a manufa&ure, above the value of it as 
a metal ^ the common and univerfal equivalent of 
all things alienable ; and the mean value of the 
currency of which price is fuppofed to contain exa£t: 
aliquot parts, when perhaps it does not. 

The ideas, therefore, oi gold znd Jilverj of money j 
of coin^ of bullion^ and of price^ are all different ; 
they are commonly confounded, both in fpeaking 
and in writing : from this arifes the firft caufe of 
perplexity. 

The fecond is owing to the common method of 
eftimating the value, and the proportions between 
gold 2Jid Jilver ; coin, and bullion ; money and mer- 
dMndize. The terms ufually employed to exprefs 
fuch relations are, riji7ig 2nd finking, or the like : 
people employ thefe terms, without previoufly 
agreeing upon the thing which they are to con- 
fider- as the fixed. The value of one of the pre- 
cious metals is conftantly relative to that of the 
other ; and yet, without attending to this, we fome- 
times confider the gold, and fometimes the filver, 
as the common meafure ; and while one is talking 
of gold as a common meafure, the perfon he talks 
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to is cortfidering it perhaps as the thing meafiired. 
This inaccuracy, in fuppofing fometimfes the one 
as the fixed, and fometimes the other, involves us 
in great obfcurities ; efpecially when^we fpeak upon 
fuch matters with thofe who have not diftinft ideas 
on the fubjeft : and if three or four people be en- 
gaged in a converfation upon money, every one 
ufing the fame term in a different acceptation, the 
confufion becomes inextricable. 

In like manner, when we fpeak of coin and bul- 
lion, that of the two ought to be confidered as the 
fixed which changes its proportion of value the leaft 
with refpeft to all commodities. 

Were prices attached to grains of filver and gold, 
bullion ought in that cafe to be confidered as fixed} 
but as they are more attached to the denominations 
of the coin, coin ought to be confidered as fixed. 

In the next place, in fpeaking of ct)in and com- 
modities, we fay, for example, that ttje impofition 
of coinage finks the price of commodities. We do 
not, in this cafie, fpeak correftly ; becaufe if any 
thing ought to be confidered as fixed, it is the re- 
lative proportion of value between the different 
forts of commodities. In this cafe, therefore, I 
think it would bfe more proper to fay,* that coinage 
raifes the value of coin, than that it finks the value 
of commodities. 

To prevent the ambiguity of fuch exprcflions from, 
occafioning confufion^ without departing too far 
from common language, I have frequently fpoken 
of commodities as rifing and finking in their values 
with refpeft to coin ; but I have at the fame time 
obferved the influence which this rifing and finking 
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has upon the rifing and finking of the value of the 
pound fterling realized in it. 

I have not, however, concluded with equal cer- 
tainty that the riling and finking in the value of 
bullion^ with refpeil to coirij ought to imply any 
change upon the value of the money-unit ; becaufe 
I have not been able to determine whether prices 
ought to be confidered as mofl: attached to the de« 
nominations of the coin, or to the grains of the 
metals : except indeed in one cafe, to wit, when 
the quantity of the metals comes to be afhially 
augmented or diminiflied in the coin. In this cafe, 
I have not hefitated to decide that, fooner or later, 
the influence of trade muft operate a rife or a fall 
in the current value of the fpecie, which will be 
marked by an apparent rife or fall in the price of 
all commodities. 

Thirdly, Our comparing the value of filver fome- 
times with the pure metal, fometimes with that com* 
pounded ii^th alloy, involves us frequently in a 
language which is hardly to be underftood. 

Says one, a pound of filver, troy, is worth 6j 
fhillings.^ He means a pound of fine filver. We 
in England, fays another, coin our pound troy of 
filver into 62 {hillings. He means the pound of 
flandard filver, whicb contains 1 8 pennyweights of 
copper. Says a third, our pound of filver, which 
we coin into 62 {hillings, is not worth 57/. 6d. He 
undeHlands {hillings of fine filver of the {ame 
weight with thofe of {landard filver. Another af- 
firms, that an ounce of {landard filver, which at 
the mint, and in the coin, is worth no more than 
5x. ad. is worth in the market 5/. 6d. He means, 

that 
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that one muft pay at this rate for filver bullion^ 
when it is purchafed with over-rated gold. At 
laft comes Mr. Cantillon, who, as a proof of the 
decline of the Engliih commerce, affirms to us, in 
his Analyfis of Trade, p. 133. that both filver and 
gold bullion are dearer in the London market than 
in the coin : he might have difcovered the caufe of 
this from the lightnefs of the gold and filver cur- 
rency at the time he wrote ; fince the phaenomenon 
could proceed from nothing elfe : . the new guineas 
muft then have been fent abroad. Says a French- 
man, one of our crowns of 3 livres, which pafles 
for 60 fols, is intrinfically. worth no more than ^6^ 
fols. He means that the fine filver it contains is 
worth no more than 564- fols, according to the 
mint price of the fine metals. 

Fourthly, Another caufe of perplexity in the mo- 
ney-jargon, is the prodigious abufe of the terms 
which exprefs the denominations of the coin, or 
the numerary unit. 

French hiftorians write familiarly of fums of mo- 
ney in livres and crowns, through all the ftages of 
the monarchy. En^fh writers (for the mod part) 
do the fame, in fpeaking of pounds flerling. No*- 
thing however is more different than the ideas ex- 
prefied by the fame term. 

Were any perfon, talking of lengths and dif- 
tances, to ufe the word footy fometimes to fignify 
jerdj fometimes perch ; or to ufe the word milej to 
I fignify fometimes league^ fometimes inch, and fome- 
times fathom ; who could comprehend one word of 
his difcourfe concerning the matter ? Should we not 
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even laugh at fuch a perfon, for pretending to inform 




us of any thing concerning lengths or diftances. 

If any change be made upon the value of the mo- * 
ney-unit of a country, which is called a pound ; in 
propriety of language, it can no more be called a 
pound, after the change, than it can be called a 
rhinoceros. 
Farther ob- Fifthly, Anothcr reafon for the obfcurity of mo- 

ffuriiies . . , • t . , 

from the ncy-jargon, is the manner m which writers expreis 
Ln^uage. themfelves, when they fpeak of variations in the 
value of money- Upon this occafion, f^ys one, 
the King raifed the money 5 per cent. What does 
this mean ? No man living can underftand thc> ex- 
preflion ; becaufe it may fignify, that he raifed ei- 
ther the denomination of the coin, or the value of 
the unit. If he raifed the coin, he debafed the 
unit : if he funk the coin, he raifed the unit. A 
crown of 6 livres is a coin ; a livre is the unit. If 
it be fajd that the 6 livre piece^s raifed ; this is- as 
much as to fay, it is made to be more" than 6 units : 
confequently, as the filver in the piece does not 
change its Veight, it follows, that the unit, or mo- 
ney of accompt, is diminifhed. On the other 
hand, if it be faid that the livre is raifed, it implies 
that the crown, which contained 6 livres, is made 
to contain, lefs than 6 units : therefore, the value 
of the unit is raifed ; that is, it is made to contain 
more filver than before. 
How to Writers, therefore, to be diftinft, ought njever 

akufe." ^^ mention thefe matters, without removing the 
ambiguity, in favour of readers of all denomina- 
tions. As for example : The King raifed his coin, 
and debafed his money of accompt. For this rea- 
fon 
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fon the French expreflion Is good, and eafily un- 
derftood ; augmenter la valeur numeraire des efpeces^ 
is liable to no obfcurity. 

There are alfo two tergis ufed by French writers, 
which appear fynonimous, and yet they are direftly 

OppofitC ; AFFOIBLISSEMENT, et DIMINUtlON de 

la monnoie. Such terms are perplexing, and ought 
either to be avoided, or conflantly explained. The 
firft fignifies the coming of the fpecie of the fame de- 
nomination lighter in the metals than before ; the 
laft fignifies the lowering the denominations of the 
coin already made. The firft therefore diminifhes, 
the fccond increafes the value of the unit, which is 
the livre. 

Quest. II. What is the difference between the 
effefts produced by raifing the value of the coin by 
the impofition of coinage, and raifing the denomi- 
nation of it ? This queftion is propofcd as a 
further mean of rendering the money-jargon intel- 
ligible. 

Answ. The impofition of coinage, when it jgives 
an advanced value lo coin above the metals it con- 
tains, is. very different from that advanced value, 
which the cpin appears to receive when the Sove- 
reign arbitrarily raifes the denomination of it ; or 
as the French call it, when he augments its nu- 
merary value. 

When the impofition of coinage gives an advanced 
value to the coin above the bullion it contains, this 
advanced value becomes real, and extends itfelf to 
foreign nations ; that is to fay, the coin, fo aug- 
mented as a manufafture, muft be bought with 
more foreign coin than formerly. But when the 
denomination, or numerary value, is augmented, 
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the fame piece (though augmented in denomination) 
is bought by ftrangers ^ith the fame quantity of 
their coin as before. An example will make this 
plain. 

Let us fuppofe the coin in France, in war time, 
to be reduced to the value of bullion, and that the 
value of a crown of three livres, by the courfe of 
exchange, fhould be then worth agi pence heavy 
filver fterling money ; if the balance of the French 
trade fhould become favourable in general, and that 
coin fhould become 8 per cent, dearer than bullion 
in the Paris market, then the price of the crown of 
three livres will rife 8 per cent, upon the London 
exchange above 29^ pence heavy filver flerling 
money, although there be refpedUvely no balance 
to be paid in bullion either by England or France, 
But let the King of France ordain, that the crown 
of three livres fhall be raifed in its denomination to 
fix livres, and let the coin at that time be fuppofed 
to be at par with bullion in the Paris market, the 
crown of three livres will then be paid as formerly 
with 2gi pence : that is to fay, the augmentation of 
the denomination will have nb effeft upon the value 
of the coin in other countries ; whereas the augment 
tation produced by the operations of trade, in con- 
fequence of the impofition of coinage, is a real aug- 
mentation, lince it extends to foreign nations, 

Now it is certain ind evident, that the augmen- 
tation of the numerary value has the undoubted 
eflfeft of finking the value of the numerary unit 
realized in the coin ; we ought therefore on fuch 
occafions to fay, that the King has dipinifhed the 
value of the livre, and not that he has raifed the 
value of the coin. But the abufe^of language ha$ 

5 made 
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made people confider the livre as the thing fixed, chap. 
and therefore the coin is confidered as the thing 
. which rifes and finks. The confequence of this is, 
to introduce another abufe of language. People 
fay, that the prices of commodities rife: I afk. 
With refpeft to what? Not with refpeO: to the 
pieces of the coin, but with refpeft to the denomi- 
nations they carry : that is to fay, with refpe£k to 
livres ; although the livre be confidered as the thing 
fixed. There is, however, a reafon' why people 
ihould exprefs themfelves in this improper manner, 
which proceeds from the perplexity and confufion 
of their ideas concerning money. 

When the King of France arbitrarily changes the 
numerary value of his coin, commodities are found, 
by univerfal experience, to flick fo clofely to the 
denominations of it, that people are apt to think 
that it is the King's will and pleafure, and not the 
metal of which the coin i^ made, which gives it a 
value. But coipmodities depart from thefe deno- 
minations by degrees, and fix themfelves a-new at a 
determinate value of the fine metals, proportioned to 
what they bear in foreign nations. This is brought 
about by the operations of commerce ; and confe- 
quently, the rife of prices not taking place till fome 
time after the numerary value of the coin has been 
augmented, people accuftom themfelves to fky, that 
the augmenting the denomination of the coin raifes 
prices, and that diminifhing the denomination fink^ 
tbemt But did all prices flridly adhere to the 
grains of bullion contained in the coin, and not to 
the denominations of the numerary value, then 
language would change, and nobody would fpeak 
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AN INQUIRY INTO THE PRINCIPLES 

about the rifing and finking of prices, but of the 
rifing and finking of livres, fols, ahd deniers, 

1 hope, froin what has been faid, that the differ- 
ence between raifing the value of ihe coin by im- 
pofing coinage, and raifinj^ the numerical value of 
it by augmenting the denomination or numerary 
value of it, is perfeftly underftood. The firft raifes 
the value of the numerary unit, by giving a real 
additional value to the coin as a manufafture : the 
laft raifes, for a while, the value of the numerary 
unit } merely becaufe the price of commodities, 
being attached to the denominations of money of 
accompt, flick to them, until the operations of trade 
reduce them to their true principle, 
- Whenever, therefore, the tprms rijing 2Xid Jink- 
ing are applied to value, the thing whidi is faid to 
rife, is fuppofed to be the moveable ; and the thing it 
is compared with, or with refpeft to which it is faid to 
rife or fmkj is fuppofed to be the term fixed. Every 
one, therefore, who reads books upoa this fubjedl, 
ought, upon all occafions where there is mention 
inade of rifing and finking of the price of the gold, 
(liver, bullion, cojn, exchange, or commodities, 
conflantly to caft his eye upon the -thing which is 
fuppofed to be fixed, and retaining this in hjs mind, 
lie will preferve bis ideas diflitift. 

Quest. III. Let us fiippofe that the impofition of 
coinage, when properly laid on, will not raife the 
value of the poun4 fterling ; and confequently that 
it will not aff*ea the domeftic interefls of Great Bri- 
tain 1 it may be afked. What influence this impo- 
fition will have upon the intereft of her foreiga cre- 
ators, fince it muft siffed exchange ? 
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Answ. The foreign creditors of the nation will 
thereby be gainers, provided their intereft continue 
to hi paid in denominations of pounds fterling, and 
not in a determina*^ number of grains of the fine 
metals, as was propofed to be done in the four- 
teenth chapter of the firft part. The reafon is plain ; 
upon all occafions, when coin carries an advanced 
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price above bullion, thofe who, have funds in Eng- win not 
land will gain upon exchange. This gain will no- ^'""* "°*^ 
wife, I think, be at the expence of the nation, but 
at the expence of thofe foreigners who have occafion 
for paper draughts upon London. 

A creditor of England (in Holland I (hall fup- 
pofe) draws for a thoufand pounds fterling (the in- 
tereft of his Englifh fund) ; a Dutchman who owes 
a thoufand poutids fterling in London, buys his bill: 
muft he not pay the creditor of England, not only 
the intrinfic value of the bullion contained in the 
thoufand pounds fterling, but alfo the difference be- 
tween the thoufand pounds fterling in coin, and the 
bullion it contains, according to the price of it in 
the London market ? This difference then, received 
by the proprietor of the Englifli funds, is clear gain 
to him, and is no lofs to the nation > it is a lofs to 
the Dutchman. 

Farther, every Dutchman who pays his debts to 
prople refiding in England, muft fuffer the fame 
lofs } that is, he muft pay the coinage, which at 
prefent the ftate makes him a prefent of. 

From this I think it is plain, that while the ba- 
lance of tKide is favourable to England, or at par, 
all remittances* mad^ by foreigners, to pay their 
Engliih debts, muft pay the coinage, 
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The operation of this principle has not a little 
contributed to facilitate the eftablifhment of the 
French credit. 

When France borrows, efpcdally in war time, 
foreigners can remit to Paris the money they lend 
nearly at par with bullion. Then they pay little or 
no coinage ; and when peace is reftored, the coin 
rifmg in it§ value, they gain annually, at no lofs to 
France, feveral^^r cent, upon their draughts for their 
intereft, to wit, all the advanced value of the coin. 
Quest. IV. Is the preferving of the pound ftcr- 
ling at the mean value of a determinate weight of 
* fine gold, and fine filver, a fure method of realizing 
the unit of money of accpmpt, fo as to preferve it 
at all times invariable ? 

Answ. I apprehend it is not; although it feems 
to be the bed that can be devifed, upon fuppofition 
that the metals are to be made ufe of, as the moft 
proper fubftance for realizing the fcale. 

I have faid, in the beginning of this book, that 
the ufe of the fcale was to meafure the relative va- 
lue of things alienable. Now the metals themfelves 
being of the number of things alienable, and their 
proportion of value being nowife determined, but 
liable to augmentations and diminutions, as well as 
that of grain or any other commodity, no fcale 
which is attached to them, can meafure any thing 
but their weight and finenefs,- and consequently can 
be no permanent meafure for any thing elfe. 

Did the price of commodities rife and fall with 
refpe£t to grains of the fine metals, in the fame 
proportion that it rifes and falls with regard to the 
commodities themfelves, the fcale would be ^xaft ; 
but if the grains of metal can acc][uire an increment, 
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and a diminution of value, from circumftaaces en- 
tirely peculiar to themfelves, fuch circumftances ihuft 
render the fcale they compofe inaccurate with re- 
fpeft to the price of commodities. 

Now we have feen how the impofition of coinage 
enhances the value of coin. The rifing and (inking 
of the intcrefl of money has the fame effed. The 
viciflitudes to which credit is liable have a prodigious 
influence upon the value of the metals. The man- 
ners even of a people, which can be determined by 
no principle, operate the fame effedt. When peo- 
ple, for example, are given to hoarding, the me- 
tals come to be demanded with more eagemefs, 
that is, the competition to acquire them is greater ; 
confequently the value of them with refpeft to all 
commodities, is greater than when they are purely 
confidered as money of accompt. 

That fcale, therefore, is the only juft one, which 
meafuring the value of the metals, like that of 
evpry thing elfe, renders every individual of a (late 
equally rich, who is proprietor of the fame number 
of denominations of it ; whether his wealth be in 
gold, (liver, or any other property or commodity. 

Now I agree that, at any given time, this is the 
cafe when the fcale is properly attached to the me- 
tals ; but it is not permanently fo. A determinate 
property in land bears fometime* a greater, fome- 
times a lefs proportion to a determinate property in 
money. When the fcale is attached to the metals, 
he who is proprietor, for inftance, of a thoufand de- 
noininations in coin, l)ecomes richer or poorer, ac- 
cording to the fluduation of the value of this com- 
plo4ity^ tbe metals. Whereas when the fcale is not 
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attached to any fpecies of commodity, nothing can 
change his proportion pf weahh, except the aug- 
mentation or diminution of the value of the whole 
ft ate. This idea is not fo diftinfl: as I could wifti : 
let me illuftrate it by an example, 
by an ex, Suppofc then three partners (A), (B), (C). 

They form a common ftock by equal (bares ; (A) 
contributes a thoufand pounds flerliiyi:; in current 
fpecie, (B) the fame value in cm, (C) a like va- 
lue in broad cloth. Let me fuppofe the mcafures 
of thefe commodities to be cxpieiTcd by rheir pro- 
per denominations ; the metals by grains, the corn 
by bufliels, the broad cloth by yards. I fu{)pofe 
that at the end of the year 20 per cent, is gained 
upon each article of flock ; that is 20 per cent, in- 
creafe upon the grains of metal, 20 per ant. on the 
bufliels of grain, 10 per cent, on the yards of broad 
cloth. This fuppofition may be. allowed. I afk, 
if it would not be a much more equal way of di- 
viding this profit, to reduce the whole value of the 
grains, bufhels, and yards, to the then adual value 
in pounds fterling, and fo to divide; than if every ♦ 
man were to tak;: his 20 per cent, out of that com- 
modity he had furniflied to the co-part nerfhip f 
- This method of reducing all to a common meafure, 
is what I underftand by an ideal fcale of money of 
accompt. 
»nd by an The bank of Amflerdam pays none in either gold 

toih^bdnk or filver coin, or bullion ; confequently it cannot 
be faid, that the florin banco is attached to the 
metals. What is it then which determines its va- 
lue ? I anfvver. That which it can bring ; and 
what it can bring when turned into gold or filver, 

fliewa 
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fhews the propprtion of the metals to every other chap. 
commodity whatfoever at thai time : fuch and fuch v— ^-^-w 
only is the nature of an invariable fcale. 

I confefs I am unable to analize all the compli- How the 
cated operations of trade in fuch a diftinft manner I'l^c cofn*^o 
as to demonftrate how the univerfal circulation of renVerrJU 
value, over the commercial world, (hould operate ^aiueofit 
this efFeft ; and how burying, as it were, a quan- 
tity of gold and filver in a vault, (hould give a 
more invariable worth to a florin, the value -of 
which depends upon it, than if the metal itfelf were 
to circulate in coin. 

Thus far, however, I think I underftand, that 
the impoflibility of profiting of the rijing value of 
one of the metals (which is buried) will be com- 
penfated at all times in the avoiding of the lofs upon 
.the other*, which finks in its value. 

Farther, burying the coin both in gold and fil- 
ver is in a manner forming thefe two metals into 
one mafs ; this takes away the variation in the pro- 
portion of their value, which principally diflurbs 
the uniformity of their operation as a fcale. They 
cannot be confidered as commodities, becaufe they 
are taken out of commerce entirely ; yet the per- 
manent value of them remains, and upon this the 
bank money is fecured j though it be not realized 
in it. In banks which pay in • coin, the cafe is dif- 
ferent ; becaufe the denominations in their paper 
a^e liable to all the fluftuations incident to this coin 
in which they pay. The bank money, therefore, of 
Amderdam is pure money of accompt, and has no- 
thing of merchandize in it from the metals in the 
vaults. The paper of all banks which pay, rifes 

and 
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* f 

and falls in value according to the currencies iiji 
which their notes are acquitted. 

I leave the farther elucidation of this myfterious 
affair to people of better caps^city, and of more ex- 
tenfive knowledge in thofe matters than 1 can pref 
tend to. ' 

To conclude ; no material money, let it be con- 
trived as it will, is exempted from viciflitudes in its 
value as a metal. This is proved by theuniverfal rifings 
and finkings in the price of commodities, in confe- 
quence of circumftances peculiar to the coin. Thefe 
rifings and finkings of prices, I fay, are properly the 
rifings and finkings of the value of the coin, and 
this fluctuation again in the value of the coin, is a 
lengthening and contrafting of the equal parts of 
the fcale of value which is attached to it. Now 
there is no fuch thing as any vicifFitudes in the prices 
of all commodities with refpecl to bank money, al- 
though nothing is more common than fluSuations 
in agio, with refpefl: to current money ; confe- 
f quently, bank money has a property and a flability 

in it, which no material money is capable of ac- 
quiring, and for this reafon it is preferable to it, 
and is properly confidered as the thing fixed. 
Queft. 5. Quest. V. Will not the impofition of coinage 

ill^tToi?*" ^ England prevent, upon many occafions, the car- 
Tn En"bnd ^"^S of bulUon to bc coined at the mint, when it 
frequeauy would be Carried were the coinage free ? 
mbt?^ Answ. Without all doubt. When comage is 

crriliniy ; ^^e, cvcry man who imports bullion runs with it 

bJSnce of ^^ ^^^ ^^^ • ^^^^^ ^^ ^^ proved, cut, and flamped 
trade if to his hand, and at no cofl. Now to what purpofe 
mbit. all this expence ? why carry bullion to be coined, 

while 
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while the balance of trade is againit a nation, fince chap. 
fuch bullion muft be re-exported, together with a ^_m~^^^^^ 
part of the national (lock of the metals ? Befides, 
the coining of it gratis adds not the fmallefl value 
to the metals coniidered as a manufacture ; confe- 
quently, upon the exportation, the whole price of 
coinage is entirely loft, and the national ftock of 
coin is not thereby augmented ; nor would it be 
augmented while trade is unfavourable, were five 
hundred mints kept conftantly at work. 

The impofition of coinage, therefore, has thefe But this it 
good effeftsi Firft, it prevents bullion from being uge ™" 
coined, except when fuch coined bullion can re- ^jjf^j"^ 
main in the country and augjnent the national ftock ^""*^ ^^^ 
of coin. Secondly, as has been faid, it gives an 
additional value to the coin, even in foreign coun- 
tries, and thereby prevents it from being melted 
down abroad, in order to be re-coined in other 
mints, and to augment the ftock of coin in rival 
nations. 

1 believe nobody ever imports louis d'ors to be 
coined in the Englifh mint (notwithftanding the be- 
nefit there is in importing gold into England from 
France, where the proportion of the metals is low- 
er), yet nothing is more common than to carry gui- 
neas to every foreign mint, at the bare price of bul- 
lion. This is the reafon why fo little Englifh coin, 
and fo much French coin, is found in circulation in 
countries foreign to both thefe nations. 

Louis d'ors, in confequence of the high impofi- pr^^ 
tion of coinage in the French mint, pafs current, ^"1,^^ nlr 
almoft every where, for more than their intrinfic ^^"^ *" 
talue, even when compared with the coin of the metai,and 
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very nation where they circulate without the func- 
tion of public authority ; and when this authority 
regulates their currency, according to their intrinfic 
value, fuch regulation has the fame effeft as for- 
bidding them altogether ; becaufe the moment a 
money-jobber lays his hand upon them at the fta- 
tute value, he circulates them no more ; but fends 
them either back to France, or to feme country 
where they parfis, by a conventional "value, above 
their intrinfic worth. Thus louis d'ors, as well 
as all French coin, are effeftually prevented from 
being , melted down, and fo foon as the balance of 
the -French trade becomes favourable, they return 
home. 

Quest. VI. ^ Is not this return of loui§ d*ors to 
France, upon- the balance of their trade becoming 
favourable, a lofs to France ? fmce, in this cafe^ 
the balance of their trade is paid with a lefs weight 
of buUit^n than it would be ,paid with, were their 
coin w6rth no more than bullion ; and' fecondly, 
becaufe when the coin is exported to pay the ba- 
lance, it is exported upon the footing of bullion, 
and when it returns it is paid back at an advanced 
price. 

The difficulty of refolving this queftion proceeds 
from the complication of circumftances in which it 
is involved ; and the intention of propofmg.it, is 
to (hew how neceffary it is, in praftice, to combine 
every circumftance in political problems. 

I fhall therefore obferve, that fince, at all times 
almoft, French coin paffes (out of France) for 
more than its intrinfic value, it is not well poffible 
to fuppofe that, even during a wrong balance of 

the 
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the French trade, their coin can never fall fo low 
as the price of bullion ; confequently the French 
exporting their coin, upon fuch occafions, above 
the value of bullion, are gainers of all the differ- 
ence, TJiis compenfates the lofs (if any they fuf- 
tain) upon the return of their coin. In the fecond 
place, when the balance becomes favourable foi* 
France, and when there is found a profit in fend- 
ing back the French coin, the demand made for it, 
by thofe who want to pick it up in foreign coun- 
tries, raifes the value of it in circulation ; this 
again favours the trade of France, and makes the 
difference of paying what one owes to France in 
bullion at the market price, or in louis d'ors at the 
advanced value, very inconfiderable ; which con-^ 
fequently prevents merchants from finding ahy 
great advantage in fending back large quantities 
of it. 

Befides, when the coin does return, although it 
have an advanced value, it has no advanced deno- 
mination. It was exported according to its nume- 
rary value, and it returns upon the fame footing. 
Farther, when the coin returns as the price of 
French merchandize, for the fame value it bearj in 
the country, I cannot difcover a principle which 
can make even this appear to be a lofs to France. 
The lofs therefore muft be upon the exportation of 
the coin, not upon the return of it. But we have 
(aid that if it be exported at a higher value than 
that of the bullion it contains, this mud imply a 
profit to France, Confequently, the remainder of 
lofs upon exportation muil be apparent, not real : 
It is a lofs to Frenchmen, who, in exporting the 

Vol. III. G coin 
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coin below the full value of it (coinage included )» 
lofe a part of what they had paid the King for the 
coinage ; that is to fay, they lofe it fo far as they 
do not draw it back in full from the foreigners to 
whom they owe. But it is no lofs to France : on 
the contrary, it is a gain as far as any part of the 
coinage is drawn back ; and this is the cafe as oft 
as the coin is exported above the price of bullion. 

Or in another view.— This going out and return- 
ing of the French coin, may be confidered as a lofs 
to Francie in this refpeft, that when the balance of 
her trade is againfl her, when her coin lofes of its 
.advanced value in payments made to ftrangers for 
the price of foreign commodities, thofe who con- 
fume fuch commodities in France, muft confume 
them at an advanced price to themfelves, but at no 
additional profit to foreign fuppliers ; becaufe as to 
thefe laft, the French coin, with which we fuppofe 
the commodities to be paid, having loft of its value 
every where, cannot then purchafe fo much as at 
another time, and confequently is not worth fo 
much to the foreign fupplier who receives it. For 
the better underftanding of what has been here 
faid, attention is to be had to the difference there is 
bet weep a national lofs, and the lofs fuftained by 
the individuals in a nation. The balance of jtrade 
is the natipnal profit, or the national lofs ; but the 
gains or lofles of individuals, may be compatible 
with either a right or a wrong balance of the trade 
of the nation to which they belong. This will be 
fully explained when we come to treat of exchange. 

In this refped, therefore, France may be fup- 
ppfed to lofe upon exporting her coin, to wit, fo 

far 
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far as fhe confumes foreign commddities at an ad- 
vanced value ; but then I fay, that in this cafe 
France lofcs the whole price of |he commodities, 
not the advanced price only, becaufe fhe lofes the 
balance of her trade. Abftrafted from that, I fay 
flie lofes nothing. Who lofcs then the advanced 
price ? I anfwcr, the confuraer of the commodity 
lofes if, and I fay that nobody gains it. This is 
what, in the eighth chapter of the fccond booTc, 
was called pofitive lofs, and it is owing to the anni* 
hilation of a part of the advanced value of the 
coin, which the , operations of Commerce have 
effefted. 

In thefe refpefts only can France be confidered 
as a lofer upon exporting her coin : but in having 
it returned upon her, when at an advanced price 
above bullion, the lofs is nothing ; becaufe the ad- 
vanced price then is a real value added to the coin, 
and there is no manner of difference as to France, 
to receive, for the balance of her trade, an hundred 
pounds weight of her own louis d'ors, or an hun- 
dred and eight pounds of ftandard gold bullion, at 
fuch times as bullion is commonly carried to the 
mint ; becaufe the one and the other weight of 
coin and bullion will anfwcr the fame occafions 
both in the Paris market, and in moft trading 
towns in Europe. 

From thefe principles we may gather how effec- 
tually tlie impofition of coinage muft prevent the 
melting down of the coin, provided a fufEcient at- 
tention is had to preferve the denominations of th« 
coin in both fpecies at the exafl: proportion of the 
market price of the metals. 

G 2 Quest*. 
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^ Quest. VII. The two metals being valued by 
one another, if the Englifli, by valuing the gold 
higher than the French do, occaiion the exporta- 
tion of their filver, why (hould not the French, by 
valuing their fllver higher than the Englilh do, oc- 
cafion thereby the exportation of their gold ? And 
if the Engiiih, by over-rating their gold, prevent 
the carrying of filver to be coined at their mint, 
why (hould* not the French by over*rating their fil- 
ver prevent the carrying of gold to be coined in 
their mint ? 

Answ. ITie Englifh over*rate their gold not 
only with refpeft to bther nations, but with refpeft 
to the value of it in their own market j whereas 
the French preferve, in their gold and filver coins, 
nearly the proportion between the metals as they 
are fold in their own market. 

In France nobody can profit by melting down 
either of the fpecies, in order to fell it, with advan- 
tage, as bullion ; but in England, by melting the 
heavy filver coin, one may fell it in London for 
more gold than the fame coin not melted can pur-^ 
chafe. 

But here it is objefted, that although the propor- 
tion between gold and filver, in the Englifti coin, 
were fet upon a par with that of the metals in the 
London market, ftill one fpecies may be exported 
with profit, provided the proportion be different in 
other nations. 

There is little force in this objedtion : and were 
there any, it would be an additional argument for 
the impofition of coinage ; becaufe,by this the ex- 
portation of either of the fpecies, for the fake of any 

fmall 
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fmall difference which may fometimes be found be- chap. 
tween the proportion of the metals in the different >— ^..^^ 
markets of Europe, would be prevented. This 
circumftance however requires a more particular 
examination. 

It is a principle in commerce, that th6 demand 
for any commodity raifes the value of it ; and every 
nation knows how to profit of a demand for what 
they have. 

Whenever, therefore, one of the metals bears a ^"^ ''^}^^ 
value in one nation below what it bears in another, ofthcnctau 
this under*value makes that fpecies more demanded thTfam^m 
by ftrangers, and confequently it rifes in its value, ^J^"^.'^. 
even at home. *"'» ? *«' 

By this principle the propoition between the me- home d«. 
tals in European markets is kept nearly the fame, [JlrtMhe* 
and the fmall difference which is found does not fo ^^^^^ 
much proceed from the demand of foreign trade, ^nnp". 
as from the tafte of the inhabitants. The foreign 
demand tends to make the proportion equal in all 
markets, and the internal demand for one metal 
preferably to another, is what makes it vary, 

ITie carrying of the metals backwards and for- 
wards is attended with rifque and expence. There 
is not, therefore, fo much danger of a nation's being 
flripped of one of its fpecies of current coin by fuch a 
trade, as there is when the proportion of the market 
price of the metals is different, at home, from that 
obferved ii\ the coin ; becaufe in the laft cafe, every 
one may profit of the difproportion, at the trifling 
expence of melting down the rifing fpecies. 

From this we may conclude, that nations ought CoinofgoJ4 
to regulate the proportion of the metals In their oiouidbo 

G3 , coin. 
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coin, according to the market price of them at 
home, without regard to what it is found to be 
in other nations ; becaufe they may be affured, 
that the moment any difference in the market price 
fhall begin to be profited of, that very demand will 
alter the proportion, and raife the market price of 
the metal fought for by foreigners. While the 
coin, therefore, is kept at the proportion of the 
market at home, and while the denominations of 
both fpecies .are made to keep pace with it, it will 
be utterly impoflible for one nation to hurt another 
by any traffic in the metals. 

We may farther conclude, that it is to no pur- 
pofe for nations to agree by treaty upon a certain 
proportion between filver and gold in their coins ; . 
the market prices every where are what alone can 
regulate this proportion ; and the only method to 
keep matters even between them, is to make the de- 
nominations in both fpecies keep an equal pace 
with the price of the metals in their own market 

Here it is farther objeded, that were thefe prin- 
ciples juft, there would not be found fo great a 
difproportion as there adtually is, between the value 
of gold and (ilyer in Europe, and in the empire of^ 
China. 

To this I anfwer, that the principles are juft; 
and that this difference proceeds from incidental 
circumftances, which I fhall now point out. 

Firft, then, the European trade ^rdly penetrates - 
into that vaft empire. ^ Secondly, the lownefs of 
i\ie proportion between gold and filver is maintained 
by the high internal demand for filver in China, 
f hirdly, the India trade bemg gvery where in th^ 
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hands of companies, there is not fo great a compc- cU \v» 
tition between the fellers of filver in the Chinefe ^^-yl^^ 
market, as if that trade were open to every private 
adventurer ; confequently the price of it is not fo 
liable to be diminifhed. And laft of all, the ex- , 

pence of carrying filver thither, and the long ly- 
ing-out of the intereft, would put a ftop to the 
trade, were the proportion between the metals to 
rife in China. This prevents competition ftill 
more between the different European companies, 
and confequently prevents the rifing of the pro- 
portion. 

I need not obferve, I fuppofe, that, the term ri/ing 
of the proportion denotes the rifing of the price of 
filver ; as when being at that of i to i o, it comes, 
for example, to that of i to 1 1 • This term has 
been already explained. 

Quest. VIII. Is it the intereft of Princes to de- Queft. «. 
bafe the ftandard of their coin ? iciift of "" 

Answ. This queftion has been already touched Jebafrthc 
upon in the twelfth chapter of the firft part. Per- fbe"J**otnt 
haps fome farther obfervations upon it may not be 
found fuperfluous. 

In order to fet it in a fair light, I fhall begin by 
reducing it to its ruling principle. 

The queftion turning entirely upon the interejl 
of Princes, I (hall take no notice of the iniquity of 
fuch a meafure with refpeft to their fubjefts ; but 
(hall confine it purely to the interejl Princes may 
have in exercifing this branch of prerogative. 

I anfwer then, as I have hinted above, that it is Anfw. ii \% 
their interejl to debafe the ftandard of their coin ^^^}^}^^^' 
when they are in the fituation of debtors ; and it to debafe u 
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BOOK is their intereji to raife the ftandard when they i 
n_^,^^ in the fituation of creditors. 
aredcbt^ri, Debafuiff thc ftandard I have explained to be 

and to raifc . • , • • r 

it when ere- the diminution of the intrinfic value of the unit be- 
aii^"iun. low what it was before, either by raifing the denp- 
^"^* mination, augmenting the alloy, or diminifliing the 

weight of the coin. 

Now fincc Princes pay their fervants by denomi- 
nations, that is, by money of accompt, the more 
they augment the denomination of the coin they 
poflefs, the more they gain upon what they have 
at the time. But they lofe proportionally upon 
their revenue ever after ; becaufe the rents and 
duties levied on their fubje&s being alfo paid by 
denominations, the Prince lofes every year on hia 
income proportionally what he had gained upon 
one operation. 

From this we m^y draw a principle^ that Kings 

who have begun to debafe the ftandard, ought to 

go regularly oa every year^ as long as they find 

themfelves in the ftate of debtors ; and when they 

come to alter their fituation, and become of the 

clafs of creditors, it is then their intereft to raife 

the ftandard. This muft b^ a little further ex* 

plained. 

Who arc It ha? be?n abundantly proved, that incrcafing 

t^Tr^T^ ^^^ denomination, or debafing the ftandard, muft 

how Princei ^o^ft^uitly bc advantagcous to the whole cljifs of 

who incline debtors ; confequently. Princes, who are upon 

fub)«asinay Certain occafions obliged to lay out more than they 

blng the^. receive, may then be confidered as being of this 

fcivtsaiihe clafs. Whocver receives from another what the 

lame time. t • • 

Other is obliged to pay him, may be confidered as 

a creditor ; 
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a creditor ; whoever gives to another what the -c ha p. 
other is entitled to demand of him, may be confi- x^^^^^m^ 
dered as a debtor. Thofe, therefore, who both pay 
and receive, are, upon the whole, either debtor or 
creditor, according to the fide which preponderates. 
He who is obliged annually to pay more than he 
annually receives, muft be obliged either to run in 
debt, to borrow, or to take from a fund already 
formed (a treafurc). The maxim therefore is, 
firfl to fill the exchequer with the annual income ; 
then to debafe the flandard i and laft of all to pay. 
The debts paid, atid the current expence brought 
within the income ; thea is the time to raife the 
flandard. This operation is like that of the ram ; 
he runs back in order to advance again with more 

force. 

» < 

The great mafler of government and political Example of 
ceconomy well underflands this dodrine. He is thTiTim 
now fpending his treafure, not his income. He is JJ^^^^e 
then in the flate of the debtors, and accordingly is 'S'*'"* ^* 
regularly every year debafing the flandard of the hufubjeat. 
S n coin. This dcbafement, I fuppofe, regu- 
larly takes place after the contributions for the 
year are paid. So foon as the war is over, and 
this oeconomical Prince fhall return to the flate of 
creditor, he will, I fuppofe, fupprefs the currency 
of all this bad money, and reflore the flandard : 
that is to fay, he has during the war been ruim'ng 
all the clafs of creditors in permanent contrafts 
the (S n nobility) ; and when the peace is re- 
eflablifhed, their own Prince may indemnify them 
if he pleafes by refloring the former value of the 

unit. 
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unit. All fudden revolutions are hurtful \ but ne- 
ceffity has no law *. 

This, in a few words, is, I think the anfwer to 
the queftion propofed. Princes have for feveral 
centuries, in almoft every nation in Europe, been 
gradually debafing the ftandard of their money- 
unit; and the debts they have contrafted during 
the debafement have conftantly been an argument 
againft the reftoring it. But had they firfl regu- 
lated all their debts upon the footing of the laft de- 
bafement, ftipulating with their creditors that they 
were to be paid upon the footing of the then cur- 
rency, that is to fay, according to the French ftilc, 
. €7% cours dujour of the ftipulation ; they then might, 
without any advantage to their creditors, and with 
great profit to themfelves, have reftored the ftan- 
dard, and fo prepared the means^ of executing the 
fame operation as before, upon a new emergency. 

Thofe who have written againft this pradtice of de- 
bafing the flandard, have made ufe of wrong argu- 
ments to diifuade Princes from following fuch a 
meafure. They have firft reprefented it as hurtful 
to their own intereft. This we have feen is not al- 
ways true. They have alfo endeavoured to prove 
that it is vaftly prejudicial to commerce. This is 
.the great point laboured by Dutot, in his Refiexiom 
Politiques fur le Commerce ; but to very little pur- 
pofe. All the fa^ and arguments he has produced 
to prove (by the courfe of exchange) that the va- 
riations made in France in the ftandard value of 
their crown of three livres, did hurt to the trade of 
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that nation, prove nothing at all, as it would be chap. 
eafy to (hew, were this a proper place* TKe hurt ^— ^^I^^^ 
done to manufadures is greater ; but, in a trad- 
ing nation, the eftablifhment of them being under 
the influence and direflion of merchants, who are 
perfeftly inftrudted as to every confequence of fuch 
alterations, the manufafturers they employ, after * 

a very Ihort time, raife their prices to the full pro- 
portion' of the increafe in the denomination of the 
coin. , 

The real inconveniences which proceed from this The proper 
exercife of power, may be reduced to three. a^Wift^^t" 

Firft, Itdiflurbs the ideas of a whole nation with y.%7d?f* 
regard to value, and gives an advantage in all bar- ?"^*>' 'J* 
gains, to thofe of the fociety who can calculate, people with 
over thofe who cannot. vlfue. *** 

Secondly, It robs the whole clafs of debtor* when *• it «'ii«er 
the (landard is ralfed ; and it robs the whole clafs of ciafs •( 
creditors when it is debafed. of credit^. 

Thirdly, It ruins credit ; becaufe no man will 3. ^\ ru»ni 
borrow or lend, in a country where he* cannot be 
fure of receiving back the full value of his loan ; or 
of being in a capacity of clearing himfelf by paying 
back the juft value he had borrowed. 

This laft circqmftance has overturned the whole 
fcheme in France. Princes would go on debaling 
their ftandard as formerly, could they do it and probably 
preferve their credit. But who will lend a (hilling * S>"ihe piw- 
to a Prince if he fufpefts he will pay him back, 
perhaps, wiCh (ixpence ? The Prince above men- 
tioned does not borrow ^ and as he is the only one 
in this fituation, he may debafe his ftandard : but 
others cannot venture upon fuch a ftep. 

Quest* 



This lad 
circum- 
^nce will 



tice. 
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Quest. IX. What is the beft form to be given 
to coin ? 

Answ. The intention of coinage, for drculatiany 
being to afcertain the quantity of the fine it^etals in 
every piece, and not to reprefent the efligied of the 
fovereign, we fee a manifeft difference every where 
between the impreflions (Iruck upon medals, and 
thofe upon the current coin ; in the firft, the head 
is raifed, in the laft, it is purpofely made fiat. 

Anciently, the impreflion put upon fome of the 
Englifli coins was a crofs; which being indented 
upon the penny^ inftead of being raifed, occaiioned 
thefe pieces frequently to be broken mto four parts. 
This is faid to have given rife to the denomination 
of Eairthings, or fourth parts. The indenting of the 
impreflion upon the coin, is no doubt a prefervative 
againft its wearing ; but as it is liable to other in- 
conveniences, and is fo r^ugnant to cuftom, it 
would be ridiculous, perhaps, to propofe it. 

I (hall reduce, therefore, all I have to propofe as 
a fupplement to what has been faid already on this 
fubjed, to a very few obfervations. 

Firfti The lefs furfece any piece has in proportion 
to its mafs, the lefs it will wear in circulation ; and 
as all coin is made cylindrical, the nearer it ap- 
proaches to the cylinder, whofe height Is equal to 
its diameter, the lefs furface it will have. Coin 
therefore ought to be made thick, and for this rea- 
fon louis d'ors are of a better form than guineas, as 
guineas are of a far better form than ducats. Were 
it eafy to give the furface a fpheroidal form on both 
fides, rendering the coin thicker in the middle than 
at the edges, the furface would be thereby a little 
more diminiflied. 

Secondly, 
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Secondly, The great credit of paper money in 
England, is a vaft advantage in many refpefts. It 
renders coin lefs neceflary. While this credit fub- 1^^*^^""*"* 
fills, large payments will always be made in paper ; *»f*^y 
and this renders the coinage of gold in large heavy uie f reaccr 
pieces lefs neceflary. The coin, therefore, in Eng- ^Z ; yet 
land, ought to be calculated for the eafy changing ^*",^jr 
of bank notes, not with a view tp the making great J^Vf^*^**'* 
payments in it. For this purpofe, two and three cafet, for 
poimd pieces might be fiill as convenient as fmgle SiTrlfedf 
guineas, and half-*guineas might be confined to a '^"^*' 
iinaUer number. Small denominations of gold 
coin lead to expence, and tend to raife the prices of 
fuch commodities as people of fafhion pay imme- 
diately out of their own pockets. As for the filver, 
the fame principles are to be obferved. Crown 
pieces are very convenient in payments, and have 
a great advantage over (hillings and fixpences in 
point of furface. The practice in France of coining 
the greateft part of their filver in fuch pieces, abun- 
antly (hews bow few of the leifer denominations 
(that is (hillings, &c.) are neceflary for carrying on 
circulation. 

Thu-dly, The copper coin of England is exceed- Mat 
ingly bulky, in order to give it an intrinfic value. '^^^' 
'Ihk makes many people a(hamcd to farry it j con- J^*J^^ 
fequently increafes expence, and raifes the price of minaiion., 
many things for the reaion already given. from the 

What inconvenience could there poflibly be in cc^ny? 
making pence of a mixed metal of a much lower 
ftandard than the other coin ? The coin would be 
Ids bulky, and the intrinfic value might be pre- 
ferved. This is the cuftom all over Germany. The 

lower 
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lower denominations of the coin are all of different 
finencfs. The ftandard ibr what they call the gros ; 
the 7, the lo, the 17, the 20 creutzer pieces, arc 
all of diflFerent finenefs ; but ftill in the fame fum, 
in whatever coin it be paid, according to the laws of 
' the empire, there ought to be found the fame quan- 
tity of fine filver. This enables them to coin 
pieces of very fmall denominations ; which have 
however the fame intrinfic value with the other de- 
nominations of the coin, and which are neither jDf 
an unwieldy bulk, or of an inconvenient fmallnefs. 
This is the regulation in Germany : I do not fay 
that itis well obferved *. 

Farthings of copper are good and convenient ; 
a few of thefe ought always to be preferved in fa- 
vour of the lower claffes of the people, who thereby 
are enabled to keep down the prices of the fmall 
neceffaries of life : a matter of the greateft import- 
ance to a trading nation. 

Nations ought to copy from one another what is 
good and convenient, and Ihould be above the 
thraldom of little prejudices in favour of eftabliihed 
cuftoms, which have frequently nothing but cuftom 
to recommend them. 
Mixed Fourthly, It muft be obferved that upon adopt- 

metal never , , ^ , . ' ^ r i_ • 

tobebagsed mg the German regulation as to pence, lucn com 



up with fine. 



* In 1 76 1 I compofed a differtation concerning the dof^rinc 
and principles of money applied to the German coin. 

This was tranflated into Germani and publifhed at Tubingen 
in the fame year, under this tide : Abhandlung von den Grund 
Satzen der Muntzwiflenchaft, &c. 

Thofe who underftand German, will there find a very full ac- 
count of the prefent ftate of the money of the empire. I never 
thought it worth while to publifii the original Englilh. 

muft 
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I 

muft not be allowed to be put up in bags of coin de- c h^a p, 
livered by weight; nor made a legal tender be- 
yond the value of the lowed filver coin. 



VL 



i 



' C H A R VII. 

« 

Of the Regulations obferved in France^ with regard 

to Coin, Bullion J and Plate. 

TT now only remains, that I lay before the reader 
what I have been able to gather, upon good au- 
thority, concerning the regulations in fome of the 
principal nations of Europe, with regard to their 
mint : and this fo far only as is^neceflary for illuf-' 
trating our fubje£t, and confirming the principles 
we have been laying down. 
The unit of weight in the French mint, is the '^}^ '"f'V* 

o , ' ' the unitot 

Marc ; compofed of eight ounces, every ounce French 
containing 576 grains. The marc confequently tie mint 



, I contains 4608 grains of Paris weight, called poids 
»^^ de marc. 

XL 

o|^- 



fea: 



By this weight the bullion is delivered to, and The reme- 

. ' c . . dy of weight 

the coin is taken from the workmen in the mint, uponflivcr, 
tQ whom the King gives an allowance of 36 grains 
upon the weight of every marc of coin delivered. 
This allowance ie called le r^mede de poids i 

A marc therefore of French filver coin, is not to 
be reckoned at 4608 grains, but at 4572 grains 
effeftive. 

The Titre or title, as the French call it, or the J^^d^J^;^. 
3 ^' I Ilandard of their filver coin, is 1 1 parts fine to i "«^^ »« > * 

■ • fine to I 

part alloy. At this rate we (hall find in this Marc aiioy. 

of 
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of coin, confiding of 4572 grains flandard filver, 
4191 grains of fine filver, and 381 grains of 

alloy. 

But the workmen have alfo an allowance of 3 
grains upon the finenefs, which introduces a new 
equation. 

The mafs of filver in the French Kynt (when we 
fpeak of the (inenefs) is fuppofed to be divided into 
1 2 deniers, and every denier into 24 grains ; which, 
in this acceptation, are both denominations of pro- 
portion, not of weight. 

Any mafs of filver, therefore, of whatever 
weight, muft be fuppofed to contain 12x24=288 
grains of proportion -y confequently, were the ftan- 
dard exa&ly 1 1 deniers fine, the proportion would 
be marked thus, 264 grains fine, to 24 alloy ; but 
iince there is an allowance of 3 grains of proportion, 
called U remide d^alhy^ this brings the proportion 
to be as 261 is to 27. This is the exa£b flandard 
of French filver coin, and anfwers to 10 deniers^ 
and 21 grains fine, which is the term ufed in the 
mint. 

To find, therefore, the number of grains of fine 
filver in a marc of the French filver coin, we muft 
flate this proportion, 288 : 261 :: 4572 :4i43.38. 

The marc, therefore, of coined filver, after all 
dedudions for alloy, and for remede de poids^ con- 
tains of fine filver 4143.38 grains poids de marc. 

This marc is coined into 8 great crowns and ^ 
of a crown, value in the coin 49 livres, 1 6 fols. 

If therefore 41 43.3 S grains of fine filver be 
worth 49 livres 16 fols, 4608 grains (or a marc of 
fine filver) will be worth 55 livres 6 fols 9 deniers. 

But 
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But the mint price of fine filver is 5.1 livres 3 fols ^^^ ^* 

3 deniers. ^^ v ^i>/ 

The diflference, therefore, between the mint price Jf ^"liS^f 

of fine filver, and the price of it in the coin j will ^°« ^^"• 
(hew exadly the expence of coinage ; confequently 
there is withheld for the expence of coinage and 
duty of feignorage (all which dedu£dons and impo- 
fitions are called le trait des monnoyes) 4 livres 3 fols 
6 deniers upon every marc of fine filver. To know 
how much this makes per cent, ftate it thus : 
51.162 : 55.38 :: 100 : 108.2. 

So that in France there is 8.2 per cent, dedu&ed The price 

upon the coinage of filver, as has been faid. Let J^^r'^nr. 

us next examine the regulations as to the gold. "p°" ^*^^^^' 

The marc, as above, is the unit of wdeht for R*««^ ^ 

' ' , " weight upon 

the gold, and contains, as has been faid, 4608 gold. 
grains, of which 1 5 grains are allowed to the work- 
men for the remede de poids : remains of ftandard ' 
gold in the marc 4593 grains. 

The finenefs is reckoned by carats fnot a weight. The finenefi 
but a denomination of proportion) for the gold, as goia. 
the denier is for the filver. Fine gold is faid to be, 
as in England, of 24 carats. The carat is divided in- 
t032 parts : fo 32 x 24=768, are the parts into which 
any given mafs of gold is fuppofed to be divided, 
when we fpeak of the ftandar^ finenefs. 

The ftandard of French gold is the fame with The remedy 
that of filver, to wit, 44, or 22 carats fine. Upon Jl^^"*^'' 
this the workmen are allowed 44 P^^^ts of one carat, 
for the remede d* alloy ; which reduces the ftandard 
to 21^^ carats fine, to 2^ carats alloy. This 
exprefled according to the divifion above-men- 
tioned, ftands thus : 692 parts fine to 76 alloy. 

Vox,, in, H Ta 
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I 

To findr tbereforet the number of grains of fine 
gold in a marc of the coin, we muft ft ate the foU 

hrnmg atologjr : 

768 : 692 :: 4593 : 4I38.48. 
The marc of gold coin therefore contains, after 
all dedu£UonSt 4138.48 grains of fine gold. 
The marc Ttus marc is coined into 30 louis d'ors of 14 
wi^^*!*' Uvrcs each, value iii all 720 livres. 

If therefore 4138.48 grains of fine gold be worth 
in the coin 720 livres, the marc of fine gold, or 
4608 grains, will be worth 801 livres 12 fols. 
Mvot price But the mint price of fine gold is 740 livres 9 fols 

of a marc of i • 

fiutioid. I demer. 

The diflference, therefore, between the mint 
price of fine gold, and the worth of it in the coin, 
(viz. 6 1 livres 3 fols 2 deniers,) will (hew exadly 
the price of coinage. 

If we a(k how much this makes per cent, we may 
ftate it thus : ^ 

740.409 : 80 1. 68 :: 100 : 108.2. 
The price of So in Fraucc there are 8.2 per cent, deducted for 

coinage . ^ , , , 

g| per comage 01 the gold. 

cent, upon g^ ^^ foregoiug calculations it appears, that the 

Z^^'^lTi ^8 ^^^^ above 8 per cent, upon the coinage both 

fht minu pf gold 2J\d fllvcr. 

For many years paft there have been no violent 
methods ufed to bring bullion to the mint, and yet 
we fee, by the dates upon the French coin, what 
great quantities have been ftruck both of gold and 
filver. This is a moft convincing proof, I think, 
that the impofition of coinage, when properly laid 
on, is no interruption to the mint ; and being a 
matter of fiicl well determined, is a confirmation of 
this principle. 

Let 
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Let us next examine the proportion betweea the chap. 
value of the metab, both in the coin and at the Wi-v^ 

mint. Ofihepro. 

portion of 

Far this puipole we muft compare the mint ^ me^i*- 
prices in one equation^ ^nd the value o£ the gold 
and filver coins in another. 

At the mint, a marc of fine iilver is paid 51.162 Ho«r todif- 
livres, and a marc of fine gold 740.409 iivrw j coo-* ^*^'^"* 
fequently 51.162 : 740.409 :: i : 14.47. 

A marc of fine filver, in the coin, is worth 
55.38 livres ; a marc of fine gold, in the coin, is 
worth 801.68 livres. We may therefore ftate dius : 
55.38 : 8oi.68 :: i : 14.47. 

The proportion, therefore, both at the mint and The propv . 
ia the coin is the fame ; and is nearly as the French lo^fV?/ 
writers ftate it, to wit, as i is to 1 4*^, but more 
ezadly as r to 14.47, which is very nearly as i 

to I4-5- 

From thefe computations we find the exad quan- ooid cdn- 

tity of fine gold in a louis d'or, and of fine filver in ^!Su'm,^ 

a great crown, or piece of 6 livres. *"*^ Myf^n 

•^ * a crown ot 

In the louis d'or there are 1 37.94 gnuns fine, and ^ uvret. 
153.1 ftandard gold. 

In the great crown there are 499.22 fine, and 
550.843 ftandard filver. 

Farther, by the moft exaft calculations I have Propwtion 
been able to make, after comparing the accounts grain weight 
which' French writers give of the proporticm of the p^b^**^ 
Engtifii troy grain, with the grain of the Paris 
pound, and the accounts which £i]^lifl) writers give 
of the proportion of French grains, with thofe. of 
the troy pound ; and after checking thefe accounts 
Vith i]?fi xnoft accurate trials, by weighing and tak« 

H4 H. 
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ing a mean proportion upon all^ I find that a 
French gram poids de marcj is to an Englifh grain 
troy, as 121.78 is to 100. See the table. What a 
fliame it is, that in the age in which we live, fuch 
proportions fhould only be guefled at by approxi- 
mations ! 

To difcovcr, therefore, the number of troy 

grains of fine gold in a louis d'or, (late thus : 121. 

78: 100 :: 137.94: 1 13-27- 
Proportion Now a guinca contains 118.651 troy grains of 
^'iirdlhe 'fine gold, and yet, in almoft every country in 
f uinea. EuTope, the louis d'or, in time of peace, paffes 
for as much as the guinea, when both are of 
good weight. This is a matter of iaft well known, 
and is a confirmation of another principle which I 
have laid down, to wit, that the impofition of coin- 
age gives an advanced value to d, nation^s coin, even 
in foreign countries. 
Of the fiat- The finenefs of the. French filver wrought into 

French plate, is different from that of the coin. The fine- 
jj^oughi jj^g ^£ ^j^g ^qJ^ ^g j^j^^g £j^ J ^Q Y^ J ^ deniers and 

21 grains, or i;6i p^rts fine to 27 alloy ; and thf 
value of a marc of it (when the 2^ grains of remedy 
of weight is deducted) is 49 livres 1 6 fols, which 
makes the full marc of 4608 grains to be worth 50 
livres 4 fols. The ftandard of the plate is 1 144 
deniers, or 274 fine, and 14 alloy. In order, 
therefore, to find the value of the plate, at the rate 
of the coin, ftate thus : 26 1 : 50.2 •: 274 : 52.7 ; con- 
fequently filver plate in France, at the rate of the 
f^oin, is worth 52 livres 14 fols. 

When goldfmiths fell their plat€, they ought re- 
^larly to charge, fpr the metal, the current price 

of 
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of ^e market ; but as this is conftantly varying^ 
the king, for thdr encouragement^ has fised the 
value of the marc of it at 5 a livtes, which is only 
14 fols per marc below the value of the coined fiU 
ver, including the price of coinage. Gonfequently, 
were goldfmiths to melt down the cbin in order to 
make plate of it, they would lofe 14 fols per marc, 
befides the expence of reducing the melted coin to 
the ftandard of the plate. Goldfmiths, therefore^ 
in France, will never melt down the coin when 
they can find bullion in the market, at the price of 
14 fols per marc below the value of the coin ; and 
we haVe feen that the price impofed on coinage ge- 
nerally reduces the bullion to near 8 per cent, below 
coin : but fuppofing them to melt.it down, there is 
no lofs to the ftate, becaufe the coinage is already 
paid. 

By this regulation, goldfmiths profit by the im* Ooidrmitbs 
pofition of coinage ; becaufe the mint price of fUver ^mp^rJoa 
bemg 8 per cent, below the value of the coin, and "^ '^*"**** 
this regulation keq>ing the price of bullion low, 
goldfmiths gain upon the fale of thdr wrought plate, 
all the difference between the price they pay for bul- 
lion when they make thdr provifion of it, and the 
price they are allowed to fell it at when wrought. 

Another confequence of this regulation is, that 
there is no competition occadoned between the 
mint and the* goldfmiths, to the prejudice of the 
latter. Nobody will carry bullion to the mint, while 
there is the leafl demand for it to make it into 
plate. This confequence is plain* 

Bullion can never fall lower than mint price ; ;n<| "w 
confequently, the nunt may rather be conudered mint io 

H3 as 
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at raxhring the buUion upon am dbliga&mto pay m 
cortaia price for it, tliaa aa demandiag it in the 
market. Hie fmalleft deinaiuly therefore^ from 
tbe gdkdfinith, irill raife the price of bullion when 
it ftands at mint price ; becaufe he who hat it, wiU 
nerer give it to any body who has occafion for k, 
widiout fome finall advantage above what the mint 
muft give him for it; but the mint prite being 
fixed, no competition can come from this quarter, 
and therefore the advanced price the goldfmith gives 
mud be very iinall. 

Upon the whole, the regulations in France ^ 
pear (fo ^ as I comprehend them) to be admira- 
bly well contrived to ierve every purpofe. They 
prevent the melting down and exporting of the 
com; they prevent bullion from bdng coined, 
when it cannot remain in the kingdom ; they give 
an advanced value to that part of the nation's coin 
which mud be exported for the payment of the ba^ 
lance of trade ; and they recall it home when the 
b^ance becomes favourable. They prove an encou- 
ragement to the induftry of goldfmiths ; there is a 
fufficient check put upon their melting down the 
fpecie ; and there is no difcouragement given to 
private people from making plate, becaufe the fil- 
ver in the plate is fold by the goldfmith, a fmall 
matter bielow its intriniic worth when compared 
.with the coin. 
* The oa\y thing to be reformed is the remedies 
allowed by the king upcm the weight and finenels ; 
becaufe it tends to perplex calculations, and it zioC 
at aU hecefiary. Wh^ exadhiefs tan be procured, 
it ought to be procured i and as the wodsmenie- 

guhoJf 
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gohflf profit of aU the n^nedies aUowed tbem^ it ^^[^f* 
is SI proof tbdt they have no occafion for any iadul- v-^w^ 
geace to malke up for their want of dexterity4 

I (hall itiake no mention of the duty of coiitt(d€ 
upon wrought plate. This I confider as aU eiccife 
upon a branch of luxury ; confequently, the exa- 
mination of it belongs to the dodrine of taxation^ 
and is foreign to that of money. 

It has been faid above, that the impofition of 
coinage (occaflom'ng the coin of France to circulate, 
almoft at all times, above its intrinfic value as but 
lion, even in foreign countries) prevented bullioa 
from ever rifing in the Paris market to the pnM 
of €oin« This principle I aUb find confirmed by 

Yoniga gold of 22 carats fine, kid in the Paris High price 
market (December i3thy 1760) at 712 Uvres the imh^Parif 
marc In order to find the value of the mafc of ^^uy^ 
fine gold, ftate thijs : aa: 712:: 24: 776.7. '7^®' 
Now die m^urc of fine gold in the coiii^ tire have 
leea to be 801.12 ibis. So at this time^ whea 
France is engaged in a mod ezpenfive war^ while 
Ihe i» daily exporting immenfe <piantides of boU^ 
gold and filver coin, to pay Her armies and fubfidies, 
the price of gold bullion in her market is 24 livres 
1 8 fols per marc below the value of her coin. No* 
thing but the advanced value of her fpede in fo« 
neign currency, could pofiibly produce fuch a phos- 
nomenon. But when (he was fending ftamped in^ 
:s of gold to Ruflia, in the mcxith of September 
the price of the gold bullion of 22 carats then 
rofe to 734 livres per marc, which for the marc of fine 
gold makes 8co livres 14 fols, which is but 18 fols 

H4 below 
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bekw the value of the coin. The reafon is plain : 
the coin fent to Germany, or Holland, is conftantly 
returning to France, or at leaft may foc^ return, 
trhich fupports the high price of it in thefe coun- 
tries; but what was fent to Ruffia was plain 

bullion. 

Before I conclude this chapter, I muft ^y a 

word concerning the wearing of the French coin 

by circulation. 

Prcfcnt As paper money has no currency in France by 

^!!ring^ any public authority, all payments muft be made 

riie French Jn ^oin. For this purpofe the filver is more com* 

monly ufed than the gold: from which I am 

obliged to conclude, that the filver muft be fome* 

what over-rated in the coin, above the proportion 

of the price of gold in the^P^ris market j but of this 

I have no exad information. ' 

The filver coin is put up in facs of 200 great 
crowns, value xaoo livres. • This fum on coming 
out of the mint, weighs, according to the foUow- 
' ing equation, 23 marcs 7 ounces 152 grains. State 
thus : 8.3 great crowns=4572 grains ftandard fil- 
ver; confequently, 200^110168.6=23 marks 7 
ounces 152 grains. 

Thefe facs, accokling to my information, wdgh 
conftantly at leaft 23 marcs 7 ounces, ezclufive of 
the fac ; fo that the French filver currency has not, 
, ^ at this time, loft above 152 grains upon the fac oJF 
i2oolivres, which is about -r^g. per cent. This 
is a trifle upon a fmall fum ; but as no diflference, 
however fmall, is a trifle upon a large fum, a limit 
ought to be fet to the farther diminution of &e 
weight of the currency, which might be accom- 

plUhed 
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pUiied cafily, by ordering for Ac future all fees of ^^^^r. 
t2oo Uvres to be made up to the wdght of 33 
marks 7 ounces effedive. This would be, at pre* 
fent, no injury to the public, there would be a fuf- 
ficient allowance given for many years' drculation 
of the coin, and the degradation of it in time to 
come, would be eflFe£lually prevented. 



CHAP. VIII. 

Of the Regulations obferved in Holland^ with regard 

to Coin and Bullion. 



I 



T comes next in order to examine how this mat- Prefent 



ter ftands in the ftatcs of the United Provinces, 
and with this I fhall conclude. ^^^ 

. We fliall here find the queftlon infinitely more 
involved in combinations, than hitherto we have 
found it. We fhall find the mod fagacious people 
in the world, with regard to trade and mo- 
ney, ftruggling with all the inconveniences of an 
ill regulated coinage, and an old worn-out filver 
currency j carrying on their reckonings by the help 
of agio; weighing their fpecie; giving allowance 
for light weight ; buying filver with filver, and 
gold with gold; as if it were impoflible to bring 
the value of thefe metals to an equation ; and load-* 
ing commerce with an infinity of brokers, Jews, 
and cafhiers, without th^ aid of whom it is impof- 
fible in Holland either to pay or to receive confider- 
able fums in material money. 

It 
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It it very true tbat ivhat muft appear an h 
cable peq>lexitj to a ftranger, is really none at all 
to the IXitch. Trade is there fo well reduced to 
fyftem, and every branch of it fo completely fur- 
niflied vnth bands to carry it forward, that the 
whole goes on mechanically, and though at a great 
additional expence to trade in general^ yet at none 
to the merchant ; becaufe he regularly fums up all 
this extraordinary expeace upon his dealings, be- 
fore he fuperadds his own profit upon tHe operation. 
Were therefore all this unneceflary expence avoided, 
by a proper regulation of the coin, the confiequenoe 
would be, to diminifh the price of goods to {han- 
gers, as well as to the inhabitants, to leave the profits 
upon trade, relatively to the merchants, exadly at 
before ; and to increafe, confiderably, the trade of 
th^ republic, by enabling them to ^mifh all com* 
ttu>dities to other nations cheaper than they can do, 
as matters flaad ; but were this plan put in execu- 
tion, the confequence would aUb be, to take bread 
from all thofe who at prefent live by the dUbrder, 
which oiight to be removed. 

Of the regulations in the Dutch mint. 

The unit of weight in the Dutch mint, is thei 
marc Holland's troesy or gold weight. 

This weight is about i^ per cent* lighter than 8 
ounces Engliih troy weight, without coming to the 
mod fcrupulous exa£faie&. 

This marc is divided into 8 ounces; every oubc0 
into 20 engles ; every engle into 32 aces or grains^ 
The ounce therefore contains 640, and the marc 
5 1 20 aces. By this weight, bullion is bought, and 

coin 
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coin b delivered at the mint, or weighed in drcuk- c r a f. 
don, when weighing is necefiary. 

The mint delivers the (ilver coin by the marc The 
weight ; but from the fiill weight, there is deduced 2liw!*^ °* 
as a remedy y one engle and one ace, or 33 aces : 
fo the marc of the mint^ by which they deliver the 
filver, contains 5087 aces, inflead of 5 1 10. 

The fineneis of the Dutch fiiver is various, ac- ThefinciwO 

• Y /t It 1 nlvtr It 

cording to the fpecies. I ihall here, for the greater difFerent m 
diftindnefs, take notice of the finenefs of the florins ' ^^ 



CUlDt* 



only ; becaufe this is the bed and the moft ftandard 
coin, ufed in the payments of foreign bills of ex« 
duinge, leaving the othei^ varieties of their fpecie to 
be confidered afterwards. 

By florins I mean (befides the florin pieces) thofe ^^'"^ "* 
coins alfo of 30 ftivers, and the 3 florin pieces, the wUh one 
ftandard of which is all the lame, to wit, 44 fine SSr!^*^ 
with one grain of remedy. 

The mafs of filver m the Dutch mint, Cwhen Howttiry 

- ^, reckon ikwr 

we Ipeak of the nnenefsj is fuppofed to be divided Stiver fian- 
into 1 2 pence, and every penny into 24 grains, as 
ia Fnmce. 

Any mafs of filver, therefore, of whatever weight, 
is fuppofed to be divided into 288 parts; confe* 
quently by 4-r A^^ ^^h one grain of remedy, is 
meant, that there are 263 of thefe parts Jinej and 
the remaining 25 parts of alloy. This is the exad 
ftandard of the Dutch florins. 

To find theraore the number of grains of fine 
fikcr m ibe marc weight, as it is delivered at the 
mint, we muft ftate this proportion : 

dBft : 24S3 :: 5087 : 4645.4. 

The 
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The marc therefore of coined filvcr florips, after 
all deduftions for alloy, and for remedies of weight 
and of finenefs, contains of fine filver 4645.4 aces 
Holland's troeSi 

This marc is ordered to be coined Into 2^^^ 
florins. If therefore 4645.4 aces of fine filvcr be 
worth 23^Yr ^^ (}^ decimals, for the fake of fad- 
litating calculation) 23.2024 florins, then the full 
marc or 5120 aces of fine filver will be worth 
25.572 florins by thi3 aVialogy : 

4645.4 : 23.2024 :: 5120 : 25.572* 

But the mint price of the marc of fine filver is 
25.1 florins. The difference, therefore, between 
the mint price of fine filver, ^nd the price of it in 
the coin, will fliew exadly the expence of coinage. 
State thus : 

The price of a marc of fine filver ? n 
m the com - - - i 

Price of ditto as paid by the mint 25.1 



Price of coinage ... 0.472 

To know how much this makes per cent, ftate 
thus: 

25.1 : 25.472 :: 100 : 101.48. 
So that in Holland there is not quite 14 per cent. 
taken upon the coinage of filver florins. Let us 
next examine the regulations as to gold coin. 

There are in Holland two fpedes of gold coins 
of different weights, finenefs, and denominations, 
to wit, the Ducat and the Rider ; we muft therei* 
fore examine them (eparately. 

The ducat is "what they call a negotie pfennings 
that isp a coin ftruck under the authority of the ftate, 

ift 
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ici all the mints, and of a determinate weight and 
finenefs ; but not a legal money in payments, becaufe 
it has no legal denomination. • 

Ducats are delivered by the marc weight as the 
lilver ; but there is a remedy of weight dedufted of 
one engle per marc. So the marc of ducats, as de- 
livered by the mint, weighs but 5088 aces. 
' The finenefs of the ducats is (as in the empire) 
of 23 carats 8 grains ; but in Holland they allow 
one grain of remedy. 

The ftandard of the gold is reckoned by carats 
and grains : 24 carats are called fine gold, and every 
carat is divided into 1 2 grains ; fo let the mafs of 
gold4)e of what weight foe\ er, it is always fuppofed 
to contain 288 parts, that is, 12x24: at this rate 
the finenefs of ducats is 283 parts fine geld, and 
5 parts alloy. 

The imperial ducats ought to be 284 parts fine, 
3 parts filver, and one part copper, without any 
remedy ; but in Holland the aflayers bring the gold 
to the finenefs of 23 carats and 8 grains ; then they 
fuppofe that what remains is all filver, and they take 
their remedy by adding one grain of copper. Dutch 
ducats are therefore fomdthing in the iinenefs, 
though nothing in the weight b^low the regulations 
of the empire. 

To find the number of grains of fine gold in the 
marc weight, as it is delivered from the mint, we 
muft ftate this proportion : 

288 : 283 :: 5088 : 4999.6. 

The niarc, therefore, of gold coined into ducats, 
after all dedudions for alloy, and for the remedies 
pi weight and finenefs, contains ^999^6 aces of fine 

gold. 
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gold. This marc is ordered to be coined into 70 
ducats. 

If, therefore, 4999.6 aces of fine gold, be worth 
70 ducats, then the full oiarc of 5120 aces of fine 
gold will be worth 71.687 ducats, by this propor^ 
tion; 4999.6 : 70 :: 5120 : 71.687. 

^^'h ^"*iL ^"^ ^^^ "^^^ P^^^^ ^^ ^^^ maLVc of fine gold is 71 
ducats. 

The difference, therefore, between the value of 
a marc of fine gold in ducats, and the price given 
by the mint for the fame quantity of fine gold buU 
lion, ihews the expence of coinage. State thus : 

Price of the marc of fine gold in 7 gg ^^^^^ 
ducats * - - 3 ^ 

Mint price of the marc ditto 7 1 

Price of coinage ... 0.687 
To know how much this makes fer cent* ftate 
thus: 71 : 71.687:: 100 : 100.96. 
frice of So that there is not quite i per cent, taken xa 

^n dLcatt Holland upon the coinage of their gold ducats. 
about I per g^^ ^p^^^ ^^ ^j^^ florins there is (as we have 

The price of fecn) near i4- percent, confequently, there is an 

linage up- r , , • r • 

on boih oi- encouragement of 4^ p^f" ^^nt. given tor carrymg 
ul^^S,. gold to the mint preferably to filver; wliich, I 
think, is ill judged. I allow that the expence of 
coining a fum in filver is greater than the expence 
pf coining the fame fum m gold ; but I think it is 
better to allow an additional profit to the mint upon 
the gold, than to difturb the equality of intrinfic 
value which ought to be contained in the fame fum 
coined in gold and filver. But indeed, according 
to the prefent llate of the Dutch mint, this fmall 

Jrregu^ 
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irregularity is not much to be minded, as we ihall chap. 
fee prefently. .^.-^-^ 

Riders are a coin but lately ufed in Holland.— ^^ ^idei 
Formerly, the Dutch had no legal gold coin, filver 
was their ftandard ; and ducats as a negotie ffeaning 
(as they call them) found their own value, having 
no determinate legal denomination, as has been 
faid. 

But of late the ftates have coined tbi3 new fpe- has a leg^ 
cies of gold, to wljich they have given a fixed de- uonl^TndVt 
nomination, and the authority of a legal coin, to ^^7^"^'**^" 
be received in all payments, fo far as one third of "f*"" **» i 
the fum to be paid ; the other two thirds muft be 
paid in filver: but of this more afterwards, our 
prefent bufinefs being to examine the weight, de- 
nomination, and finenefs of this fpecies. 

Riders are coined by the State alone, no private »« <^'""«^ >^- 
perfons carrying bullion to the mint for this pur- ftat© and lor 
pofe; the coinage, therefore, not being open to lhe,ec!aiSl 
the public, it is in vain to feek for a mint price* "^V"''" 
They are delivered at the mint by tale, not by 
weight ; fo we muft inquire into the ftatute weight, 
finenefs, and denominations of this fpecies, in 
order to difcover the quantity of fine gold which is 
contained in the florin of this currency : this we 
Ihall compare with the florin in the ducat, and fo 
ftrike an equation between the florin in this ftan- 
dard coin, and in the other, which finds its own 
price, according to the fluftuarion of the metal it is 
made of. 

A marc of fine gold ftruck into riders circulates KeguU»ioas 

for 374 florins. This is the regulation as to the fiUmVsde. 

weight. ,nrt ^^,g^^ 

The oCntifts* 



ir^ 
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1 1 



fine, or 22 <:arats. 



Quantity of 
Ane ^Id in 
a florin of \ 
ridcfs. 



The ftandard is exadlj 
without any remedy. 

The denomination is 1 4 florins for every rider, 
the half rider in proportion. To difcover therefore 
the quantity of fine gold in a rider, we muft firil 
divide 374 by 14, which will give the number of 
riders in the marc fine, viz. 26.714 riders ; then we 
inuft fay, if 26.714 riders contain a marc of fine 
gold, or 5120 aces, how much will one rider con- 
tain? The anfwcr is ^4^^= 1 9 1 .65. 

* Divide this by 1 4, and you have the number of 
aces of fine gold contained in a florin of this cur* 
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rency. 

Here then is the exa£l weight of the fine gold 
contained in one florin of the currency in riders. 

Let us now examine how much a ducat ought to 
pafs for, in order to be upon a par with the cur- 
rency of the riders. ^ 

We have feen that a marc of fine gold is coined 
into 71.687 ducats. This number of ducats, there- 
fore, to be upon a par with tlie riders, fliould be 
worth 374 florins. Divide, therefore, this lafl: 
number by the firft ; you have ^^^^=5.217 
florins, which is a little more than 5 florins 4^ 
(livers. 

Were the States, therefore, to give a fixed deno- 
mination to ducats, they ought to be put at this 
value ; but the trade of Holland requires that this 
coin fliould be allowed to fluftuate, according to 
circumftances. The great demand at prcfent ( 1 7 6 1 ) ' 
for gold to fend to the armies preferably to filver, on 
account of the eafe of tranfportation, has raifed the 

Ysdvieof that metal, perhaps 4 percent, above what 

• 
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tt would ptherwHe be. If then | per cent, be added, ^ ^^ *"• 
it will bring the ducat to the prefent current value, •^■^i^^-w 
to wit, 5.4! florins. IT, therefore, in order to 
bring the currency of ducats upon a par with 
the riders', they were fixed at 5.4I florins, it is very 
plain that no more would be fent away in payment 
at that rate, becaufe of the prefent advanced value 
of gold : confequently, none would be coined ; the 
mints would be (lopped, and the armies would be 
paid in guineas and Portugal gold ; the melting and 
recoining of which keeps at prefent all the mints in 
Holland in conftant occupation. 

This, befides employing and giving bread to a 
number of hands, multiplies the Dutch currency, at 
a time when they have fo great occafion for it. 

Let us next examine the proportion of the metals 
in the coin. 

Here we muft adhere clofely to the regulations of ^^w to fina 

, " , , the propor* 

the mint above mentioned, and determine only tionofthe 
what the proportion of the metals would be, were wIiToVhoi! 
the coin of Holland,, both gold and filver, of ftan- ^Z^;^,^;^^^ ^ 
dard weighty and were it the praftice to pay for the phapnome- 
metals at the mint, indiflferently in either fpecies.— - value of du- 
But neither of thcfe fuppofitions are to be admitted : **"* 
Firft, becaufe the filver coin is not of its due weight ; 
and in the fecond place, becaufe the mint never 
buys gold bullion but with gold coin, nor filver 
bullion but with filver coin. This i^ the infallible 
confequence of a coinage ill regulated in what re* 
lates to the proportion of the two different fpecies, 
which ought refpe£dvely to be put into the fame 

fum. 
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It vould be endlefs to examine the proportion of 
die metals, with refpefi to every fpeeies of their 
coin. It would alfo be incorrefi to examine it at 
to the ducats ; becaufe this fpecies has no fixed 
legal denomi^tion ; and the proportion of the me- 
tals is to be diicovered by the d^omination of the 
coins only^ 

Ducats pais current among the people for 5 flo- 
rins 5 ftivers ; but with merchants, who buy them 
as merchandize, their value is continually varying* 
, At prefent (September 1761) the new coined du- 

cats brought in bags from the mint, which never 
have drculated, are bought for 5 florins 4! ftivers ; 
thofe which have circulated (were it for a day) fall^ 
from that very circumftance, to 5 florins 4I ftivers ; 
which is a diminution of near | per cent, of their 
value. This phenomenon fliall afterwards be ac* 
counted for. 
Wcrv all the This being the cafe, we have no method left to 
weighMbe judge of the proportion of the metals in the coin of 
X^!^vi Holland, but by the proportion of fine gold and 
11014.62. gne fiiver found in the fame fum, paid i^ florins of 
full weight, and in new riders ; the ^he and the 
other coined according to the regulations of the 
mint above mentioned. 

It has been fliewn that i, marc of fine gold in ri- 
ders, circulates for /. 374, and that a marc of fine 
fiiver in florins circulates for f. 25.572 ; divide the 
firft by the laft, you have the proportion as i to 
14.62 : But we fliall afterward difcover a circum- 
fiance, not taken notice of in this pUice, which will 
reduce the proportion lowcTt \ 

From "^ 
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Prom the above calculations, we may eafily dif- c h a f. 

VIII 

cioTer the exad quantity of fine filver and fine gold ^^-^-^w 
contained in a Dutch florin, whether realized in ?"*«\'^ ^^ 

' one ntverui 

filver florin pieces, in gold riders, or in ducats.— *.^"» 
As this will be of ufe when we come to examine the 
par of exchange, it will not be amifs to fet before 
the reader, the exadl ftate of this particular before 
we proceed. We have faid that whoever receives 
fn 25.572 in filver florins of full weight, receives a 
marc of fine filver, which contains 5120 aces. Di- 
vide the lafl fum by the firft, you have 200.21 
aces of fine filver for the florin. 

Whoever receives/. 374 in gold riders^ receives Quantity df 
a marc of fine gold^ which contains 5120 aces.— - ^^l^^X 
Divide the lad fum by the firft, you have 1 3.69 aces "^*"- 
of fine gold for the florin. 

We have feen that ducats flu£hiate in their value, inveftiga- 

«• 1 ij • ^* i_*i_ii*i tionofthif 

havmg no legal denommation, which obuged us to proportion 
ftate the current value of a marc of them at 7 1 .687 ^^^ 
ducats, not being able to exprefs this value in flo* 
rins ; becaufe of the unfettled denomination of that 
fpedes. Let us now fpedfy this value in florins, 
upon three fuppofitions. The firft, that the ducat 
is w<Mth what it pafles for among the people, to wit, 
Sf*Sft* The fecond, at the value of new ducats 
ftom the mint, to wit, 5/. 4iy?. The laft, at the 
merchant price of good ducats, which have circu- 
lated, to wit, ^f.j^\ft. 

In the firft cafe (the duCat at 5 /. $ft.) 71.687 
ducats are worth 376.35 florins, this being the va- 
lue of a marc of fine gold in ducats, and the marc 
containing 5 1 20 aces ; divide the laft by the firft, 
you have 1 3.604 aces of fine gold for the florin* 

I2 In 
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In the fecond cafe (the ducat at 5 /• 4! Ji^ 
jrt.687 ducais are worth 375-04 florins ; by vUdi 
number divide 5 1 20 as before, you have 1 3.65 1 
aces of fine gold for the florin. 

In the iaft cafe (the ducat at 5/. 4I ^0 71.687 
ducats are worth 374.11 ; by whidi number divid<* 
ing 5136, you have 13*685 aces of fine gold for 
the florin, which comes within a trifle of the fioritt 
in riders. 

But now (in June 1 762) I learn that the courfe 
of new ducats from the mint in the Holland mai^Let, 
is got up to 5 /. 5f ^. In this cafe, 71.687 ducats 
are worth 378.1 florins ; by which number dividing 
5120, as before, you have 13*541 aces of fine gold 
for the florin. 

If we feek here the proportion between the gokl 
and fll ver, we muft fl:ate thus : If a florin m ducats 
contain 13*541 aces of fine gold, arid a florin in 
iilver coin contain as above 200.21 aces of fine iit 
ver, then 13*541 : 200.21 :: x : 14.785. So the 
cffed of this war has already been xx^ raife the value 
of gold 1 .12 ptr cent, above what it was eft^emed 
to he, when the riders were coined. 

The propoFiidn as to riders is, as beforp, i to 

I4t6«- 

The prefi^t proportion as to ducftts is i to 14.785. 
14.62 : iop :: 14*785 : 101.12. 

I mufl: farther obferve upon this fubjed, that al- 
diough we have feen that the ducats which have 
circulated for ever fo fhort a while, when bought 
at 5/. /^\Ji. pro4uce for the florin 13.685 (which 
is more than is produced by the new coined ducats 
fr^ frpm th^ n)iat), V9 9^ e oot from this to con- 

elude. 
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dude, chat the farmer are ihtrinfieally a ch^^per 
currency than the latter. I have been at all the 
paini hnaginable to we%h thefe ducats agdfaift others 
freik from the mkit;i aiid aUb to compafre their: 
wlBight with What it ought to be by the regulation ; 
and I have conftantly found near | per cent, difie- 
rence between thenu This is entirely owing to the; 
nature of the coin. The ducat has a large furface 
in proportion to its weight ; it carries a very iharpr 
in^prelfion^ full of fmall points; the cord aboat 
the edges is exceedingly rough ; fo that the leaft 
rubbing, breaking oflf thofeTmall points, dimintflies 
the weighl of the piece near | per cent, which is 
dear loft^ not only to the proprietor, but to the 
ftate, and to all the world. Befides, thofe who 
are obliged to go to the mint for new ducats, ard 
juppofed to bear the greateft weight of the coinage 
of apiece winch, having no legal denomination, is 
left alterw;irds to feek its own vakie, according tQ 
that of the metals at the time. 

As I bavie entered into ^this minute detail of the 
weight of fiiie (ilver and fine gold contained in the 
Dutch florins, with a view to fticilitate the calcula- 
tion of the p^r of the memte contidned in the coins 
0f Holland, and tS\ok of other nations ; I mud 
aeatt mention th^ proportion between the aces in 
which we have exprefled the weight of the Dutch 
^ede, and the grains in^ ufe in fome of the princi- 
pal nations witH which they trade : Thefe I take to 
be England, France, and Germany. 

The' redufUon of weights to matheitiatical exa£l:- 
Xieft^ is beyood the art of man ; and to this every 
one, who ever tried it,: muft fubfcribe. I have beeit 

at all tbe paini^ I am csLpdbk of^ ta bring thofe 

1 3 M^eighti 
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weights to an equation ; and here follows the rrfult 
of my examination into this matter/ 

By all the trials and calculations I have made, I 
find that 5192.8 aces Holland^oes ; 3840 grains 
Englifh troy weight ; 4676.35 grains Paris poid de 
marc ; and 4649.03 grains Cabnia (which is the 
gold weight of the empire) are exadly equal. 

I reckon by the lowed denomination of thefe fe- 
vekal weights, to wit, their grains ; to avoid the 
endlefs perplexity of reducing to a proportion, their 
pounds, marcs, and ounces, which b^ir no regular 
proportion to their grains. 

To give fome examples of this method of calcu- 
lating the exa£t par of the metals contained in the 
coin of thofe nations, reduced to the weights of 
Holland, I fhall ftate the following computations. 

A pound fterling in filver, by the ftatute of the 
43d of Elizabeth, is 171 8.7 grains troy fine; to 
know how many aces Holland-troes this makes, 
ftate thus: 3840 : 5192.8 :: 1718.7 : 2324.1. 

Divide 2324.1 by 200.21 (the number of aces 
contained in a filver florin) ; you have for the par of 
the pound fterling, /. 1 1 .60.9. 

J\ pound fterling in guineas, by the ftatute fixiag 
guiAeas at 2 1 (hillings, contains 113 grains troy 
fine ; to know how many aces Holland-troes this 
makes, ftate thus : 3840 : 5192.8 :: 113 : 152.8. 

pivide 152.8 by 13*69 (the number of aces 
frontained jn a gold florin in riders) ; you have for 
the par of the pound fterling in guineas, /. 11 .161. 

A french louis d'or contains 137*94 grains poid 
de marc fine gold ; to know how many aces HoU 
(ands this makes, ftate thus : 

4676*35 • S^SM •• ^37-94 3 iS3*n* 

Divide 
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Bifide 153.17 by 13.69 (the number of aces ^^j^^- 
contained in a gold florin in riders) } you have for v^->^y,*w 

the par of the louis d'or, /• ii.i88. 

^4 livres French, contain 1996.88 grains poids Par of 24 

de marc of fine filver ; to know how many aces t^^fiivef^ 

Hollands this makes, ftate thus : Sf ^*^ 

4676.35 i 5«9a-8 :: 1996.88 : 2217.4. J?™j« '» 

Divide 2217.4 by 200.21 (the number of aces 
in a filver florin) ; and you have for the par of 24 
livres French filver, / 11.076. 

The French filver, in this example, is lefs valu* G«ai u- 
able in Holland than the gold : this is no proof that trade^piaft 
the proportion between the metals in the refpe£live s^minr 
coins in thele two nations is different (we fhall foon '7^'* 
find it to be very exadly the fame) ; but this pre** 
ference in favour of the French gold, is owing to the 
temporary demand for gold on account of the war; 
fi>r which reafon no French filver coin appears at 
prefent ii» Holland* I write in September 1761. 

I muft alfp obferve, that at this time the courfe 
of louis d'ors is 11/. 4^. which is little or nothing 
above the real par of the metal they contain ; which 
in peaceable times is not the cafe* This proves 
how ftrongly the balance of trade is againit France 
with refped tp Holland, as it has reduced her fpecie 
to the price of bullion : it is not fo in Germany. 

The low val^e which a pound fterling has borne Low value 
in exchange for thefe feveral years, and the great fteriinria 
M of its worth in Holland of late, when it has ^""^^^ •« 
been at lo/. loji. is no argument againft the high ^ 
converfion I have given it, to wit, above 11 ff « 

12^. Were there nothing but filver coin in £ng<i 
}/i^p 9nd w^^ it ^ of ftandar4 weight, pcchange 

J 4 would 
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would frequently run even above this value In 
peaceable times } becaufe the filver coin in Holland 
is light, and I have reckoned it as if it were of full 
weight. 

It will be obferved, that the par upon the gold 
does not quite amount to 1 1 /. 4^. : the reafon of 
which is the great difproportion in the Britifti coin, 
between the intrinfic value of a pound fterling in 
iilver, and in gold, when both are of ftandard 
weight ; the latter being near 5 per cent, worfe than 
the former, when the proportion of the metals is 
fttppofed to be at i4|. But at prefent there are 
no fterling pounds in filver money ; there is no iiU 
ver in England in any proportion to the circulation 
of trade j and therefore the only currency by which 
a pound can be valued) is the guinea. 
Owing to It has been iaid, and I think fufficiently proved, 

ne*s !fi ihe that the price of the metals in the market, fhew 
England « ^^^ cxaftly the weight of the currency in nations 
ffciiitime, ' where coinage is free, when there is no fevere pro-^ 
hibition ('put in execution J againft the exportation 
of the cpin. This I take to be the cafe in England, 
Now gold there has rifen of late to 4A oj. 8rf. pep 
ounce : from which I conclude, that the guineas 
.with which it i^ bought, or with which bank notes 
are paid, are at prefent fo light, that 4/. os. Sd. of 
them do not weigh above ?in ounce (the good gui- 
neas are exported); whereas an ounce of new guineas 
\$ worth no more than 3/. lys. loj^/. 

Gpld, therefore, which now fells for 4/. os. 9(f. 
would certainly bp worth no more ^lan 3/. i /j* 
tQid^ were Englifhgold coin of its proper weight ; 
^ tl)e ^icc; oi it will come down towards this va« 
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hie, in proportion as drcumftances ftiaU caH back ch a f. 

the heavy guineas. 

To facilitate the verification of this pointy I (hall 
firft obferve, that the difference between 4I. o#. 8^ 
and 3/. 17/. 104^. is 4. y^ per cent. The Englifh 
gold currency, therefore, at the time ftandard bill* 
lion was worth 4I, or. %d. mud have been worn 4.57 
per centp Guineas, when of full weight, weigh 
I a 9.43 grains of troy weight ; if fuch guineas be 
worn 4.57 per cent, they ought to weigh no more 
than 123.23 grains troy. Now let any man try 
the experiment, and put an old guinea, taken 1^ 
chance (not picked out) into a icale, and fee wheu 
th^ it has not been worn down to 123.23 grains ; 
and let him alfo examine whether the greater part 
of the guineas, at the time when gc^d bullion has 
got to fo high a price, be not of King Geoi]ge L and 
his predeceflbrs : thefe I call old. 

Befides tbefe^ there are other circumftances to be 
attended to. Men who job in coin, pick up all the 
worft guineas they can when they go to market ; or' 
if they buy with paper, we may (:onclude, that the 
bank at that time pays in guineas not ibove the 
weight of 123-23 grains troy ; £3r if the bank paid 
with guineas of a greater weighr, he who had occa- 
lion to carry his paper to market to buy gold bul- 
lion, would certainly rather go to the bank, and 
^terwards melt down their guineas. Were the 
bank of England never to pay but in gold of full 
weight, and were the exportation of guineas free, it 
is impoifible that gold fiiould ever rife above the 
roinf price^ which is 3/. 17^. lo^d^ 

As 
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At a farther confirmation of the juftnefs of the 
high valuation I have put upon a fiber pound fter- 
ling of ftandard weight, I ihall obferve, that a new 
guinea pafies in Holland for 1 1/. i \Jl. at the time 
when the exchange for a pound fterling is at lo^ 
\oJi. and every body knows, that fuch a guinea in 
England is not above thfc intrinfic value of a filver 
pound fterling of fuU weight. If then I can get 
1 1 /. II Ji.iox a new guinea, I ought to get as 
much for a new filver pound fterling, fmce the in* 
trinfic value of both is the fame. Now this guinea 
* miift be worth more than 11/ 1 1 y?. becaufe the 

Jews, whp carry them to the mint| give this price 
for them (I hiaye difpofed of them to Jews at this 
value *) ; and as the coinage of ducats cofts, as we 
b^ve feen, near 1 per cent* the guinea is intrinfically 
worth 2 ftivers mor^, that is 11/. 1 37?. but as gold 
at prefent bears an advanced price upon account of 
the war, and that the proportion between gold and 
^Iver is in Holland above 1 to 144, thefe are the 
reaibns why the guinea, ui Holland, is at prefent 
fpmething above the intrinfic value of a filver 
pound fterling, which we have ftated at/. 11.609, 
a trifle above 11/ i^Jif 
•nd nai to Let Hie h^c obft^c, by the bye, that all the 
Kai nee of pQunds ren^ittcVl firom Holland to England, for fiU« 
S^u li-***' ^g ^^ fybfcription for 1 2 millions of laft year, 
^9fi^ coft the remitters no more than 10/* 10 Ji.iox the 
pound fterling. If this low courfe of exchange be 
owing (as fome pretend) to a wrong balance of trade 
ggainft England, ^d not (as I pristead) to UiQ 

f This was written in Hollazid. 
-* Ughjncfs 
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lightnefs of the gold currency ; then we mull al- ^^j^* 
low, that the expence of the German war (which ^^^i^ ^ ^^^i.^ 
is what alone carries off coin out of the kingdom) 
muft have exceeded all the profits of tlie EngUih 
commerce, which I apprehend to be at prefent im« 
menfe ; and alfo all the money lent by foreigners 
towards the loan of 12 millions. I leave to others 
more knowing than I am, to determine if fuch a 
fuppofition be admiifible. If it be rejected, let any 
man reflect how abfurd it would be to raife, at this 
time, the ftandard of the pound fterling to the old 
value ; the confequence of which would be to repay 
at 1 1/. 1 17?. all fums which have been borrowed at 
the value of lo/. io^?, or in other words, to make 
a prefent to the Dutch creditors of above 1 1 fer 
cent, upon accoimt of a loan for a year or two. 

Having now given as good an account as I can i>er«At M 
of the Dutch coin, according to the regulations of ^^t^^^ 
the ftate j I fliall next pomt out the defeSs of their •'•"^ 
filver currency, and fliew the confequences which 
refult from them. As for the gold, it is at prefent 
perfectly well regulated. The riders are all exad: 
in thfir weight, finenefs, and denomination; the 
ducats are all now recoined of legal weight and fine- 
nefs ; and the denomination not being fixed, they 
ferve, in a trading nation, as a pierchandize, of 
which die weight and finenefs are well afcertained* 
The only defed, therefore, I can difcover in the 
Dutch gold currency, is the form of the pieces; 
They have top much furface in proportion to their 
weight, and the impreflion is too iharp; both 
which ^pQtribute greatly to the wearing of the 
cpin. 
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rnooK The filvcr currency of Holland is of two forts ; 
^>^^.'-^^ the bank fjpecies, and the current fpedes* Here 
t^lZ ""^ i^ «^^ft ^ obferved, that by bank /pedes is not 
'"•'^' meant Amfterdam banco, or bank money, but cer- 
tan coins which are called tank /peciss. Thefe are 
Pieces of 3 guilders. 
■■ ■ 30 ftivers. 
' ' ao ftivers. 

Thefe are called groffgeltj as being the good fpa^ 
cie^ of which only we haTe hkherto fpoken. Suras 
to be paid in bank fpecies, muft be compofed of 4- 
of this currency, and of ^ of what follows : viz* 
Riders of 14 florins. - 
Dutch half-crowns of 28 ftivers. 
Ses t'halves of 5I ftivers. 
I have put in the riders, though a^ gold coin, ia 
order to give a complete enumeration of all the 
kinds of thefe bank fpedes. 
it«ii^atfoM Foreign bills drawn on Rotterdam in banco (L e. 
JjJt^oTf^' bank fpecies) are often received there^ in any of 
feign buu in ^g abovc fpccies, without regard to the 4. which 
ought to be groflf gelt ; but when the holder of the 
bill defires the acceptor (which the latter cannot re-* 
fufe) to write it off* to his credit in the current Ibank 
' of Rotterdam, and that he has there no flocks then 
if he bring in fpecie to the bank, it mufl be as 
above fpecified, 
^iitofer Current bills, not fpedfied by the word banco^ 

vnritai biftf • ^xt generally paid according to the following pro* 

portion ; I 

^ in fchillmg^ of 6 {fivers, - 

^ in dubieties of 2 ilivers* 

lA'good fUvert 1 

Goods 
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Goods are-paid with all kinds of Dutch filver, ^ 
only in dubieties, and ^ gold, Icfs or more, or 
fometimes none, according to agreement. 

From this expofition of the matter, it is very 
evident, that all thefe currencies mull be of differ- 
ent intriniic values, in proportion to their denoihi- 
nation ; otherwife, why all this trouble about regu- 
lating the proportion to be received in payments ? 
This proceeds from two caufes: firft, from the trinficvaiMb 
wearing of the pieces; the fecond, from the dif- ^*jf^®^ 
proportion of the Rnenefs in pieces of the fame 
weight and denomination. 

As to the firft, to wit, the wearing of the coin, KeguUUpAt 
I fliall obferve, that the three denominations of the the^hlls 
good filver, to wit, the 3 guilder pieces, the 30 
ftiver pieces, and the 20 ftiver pieces, are put up 
promifcuoufly in the fame bags } being of the fame 
finenefs, and confequently of the fame value, in 
proportion to their weight. Thefe bags contain 
60Q florins each, and the legal and full weight, 
wbh which they are weighed at the bank current 
of Rotterdam, is 25 marcs 5 ounces and 10 engles. 
' Now the exafit weight of a florin, according to the 
regulation, is, as we have faid, 200.21 aces fine; 
then the 600 florins ought to weigh 120.120 aces 
fine, which, at the ftandard of 263 parts fine to 25 
alloy, is 1 3 1 545 aces ftandard : by this analogy, 
263 : 120.120 :: 288 : 131545 ; which is equal to 
25 marcs 5 ounces 10 engles and 13 aces. So the 
weight at the" bank is but 1 3 aces lighter than in 
ilrt^eft it ought to be j whith is fo fmall a differ- 
ence, that it could hardly turn a fcale with fuch a 
weight fafpended in it : for which reafon, I fup* 

pofe 
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pofe it is left out, for the fake of the even reckon- 
ing of 25 marcs si ounces. 

Did thefe bags of filver coin come up to the full 
weight, then the filver currency in Holland would 
be good as to thofe pieces ; but as the greater part 
of them are 6ld^ having been ftruck with the ham-^ 
mer, and are of unequal weight, having been 
coined (^al marcoj in the old faihion, when coin 
was weighed by the marc, and not as at prefent 
piece by piece, it is impoiTible they fhould be of 
legal weight : the bank, therefore, allows 2 ounces 
of remedy in receiving thofe facs, that is, they put 
2 oimces into the fcale with the fac, and if they find 
that the fac is dill light, but that the deficiency does 
not exceed one ounce more than the remedy, they 
throw out the coin and reckon it over ; and if the 
tale be juft, and that none of the pieces appear to 
have been clipped, they receive it as if it were of 
due weight : if it prove above 3 ounces Ihort of 
the juft weight, they do not receive it. 

Here is a palpable abufe, from a diforder in the 
coin. If a fac is ever fo little too light, why allow 
it to pafs, as if it were of due weight ? Nothing is 
fo eafy as to order fuch deficiency to be made good 
by the deliverer. Weights are made for exaftnds^ 
and all remedies are aukward and incorreA. 

This allowance muft open a door to malveiia- 
tions in a country like Holland, where there is 
almoft no milled filver coin. The old hammered 
money was not weighed at the mint, as has been 
Cud, piece by piece : it was fuffident that every 
marc of it anfwered to the leg^l denomination. 
Unda fuch a regulation^ it u very pbin, that there 

muft 
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muft be many pieces above the legal weight, as weH c ha F. 
as many pieces below it. Is it to be fuppofed that ^ ^ ^mm^ 
money-jobbers will not profit of this inequality, by 
reducing the heavy pieces to their ftandard weight, 
when by fuch an adion they cannot be convided 
of any crime ? This is one abufe. 

By reducing the heavy pieces to their legal ^ 
weight, the currency is degraded ; becaufe that 
which is taken from thefe ought to be left to com* ' 
penfate what the light pieces h\l fhort. The bank, 
therefore, by giving the remedy, gives a kind of 
fandion to this malverfation. 

Farther, if a money-jobber gets fome facs above pfau^t or 
the current weight, is it to be doubted but he will ^^'j^ 
reduce them as near as he can to the lowed weight ^»<>« 
receivable at the bank ? And if he (hould miftake, 
and reduce diem too low, he has ftill an expedient 
for cheating the public, which (hall be mentioned 
prefently. 

Now let us fuppofe the fpecie we are fpeaking of The be* 
to be, upon an average, 2 ounces only per fac below JJ^^H^jf "4 
the ftandard. If it be no more, this circumftance »> ^p^ «« 
does great honour to the money-jobbers. Such a percenL 
deficiency, however, amounts to within a mere **~*'***- 
trifle of I per cent. Is not this an objed of great 
importance, upon all the filver fpecie of Holland ; 
eif>ecially as the remedy given by the current bank, 
is a tadt permiflion given to every body who has 
addrefs, to rob fo much from all the weighty 
coin ? 

Let us, in the next place corr^ft the calculation From whid^ 
we formerly made upon the proportion of the me- "hat ihTIi- 
tals in th« Dutch coin. We faid above, that a Si'J^'fX* 

marc nieuli m 
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1 o o K marc of fine gold in riders circulated forf. 374, 
Su*-,Ai^' and that the fame weight of filver circulated for 
ifccircotnit f. 25.574, which gavc for the proportion i to 
14^79, 14.62 ; but now we find that this marc of filver 

has loft by fraud and wear i per cent. 

Now the marc of filver being 5120 aces, if it 

have loft i per cent, there will remain 5068.8 aces. 

If thefe 5068.8 aces, therefore, circulate for f, 

25.571, the full marc muft be worth in the coin 

In order then to find the exad proportion of the 
metals in the Dutch currency, we muft divide 374 
by 25.83, inftead of dividing by 25.572, as we did 
when we fuppofed the filver to be of full weight. 
Now -T>^l-rT is = 14-479. So the proportion is as 
I to 14.479, the fame, within a trifle, of that re- 
ceived in France; which is as i to i4.47. ^^^ ^ 
we attend to every cfrcumftance, we fhall find the 
proportion ftill lower than the laft calculation makes 
it ; for in this, we have fearchcd for it with refp^ 
to the beft filver fpecie in Holland ; whereas wc" 
ought, in ftri&iefs, to calculate the gold, againft 
a mixture of 4- of lefs valuable fpecie, with ^ of the 
good : but when cdmpucalions cannot be brought 
to perfed exa&nefs, it is better not to attempt a 
calculation. 
Another Before I leave the confideration of the inequadity 

Aivercuinof in the Weight of the Dutch currency, I muft take 
Holland, notice of another circumftance of confiderable im- 
portance. 

No payments made in filver, below /. 600, are 
fubjed to be weighed ; any more than what circu- 
lates without being put up in Sags. What reftraint, 

therefore^ 



Iherefoife, is there laid upon monty^jobbert, teith t U a p. 
tetpeGt to this part of the currency ? When thefe »— i*^*^ 
gentlemen have occafion for money bagged up, they 
take care that fuch fpecie ihall be of the proper 
weight to be received at the current bank, and as 
for all that is light, they dther employ it in pay- 
ments below/. 600, or throw it ihto the common 
circulation. This drcuthftance prefents us then 
with two forts of filver currency hi ttoUandj 
namely, that which is bagged up, and weighty^ 
and that which is not bagged tip^ and light. 

If we conlidef the trade of Holland, and the 
prodigious quantity of payments rtiade in cun^ent 
money, we fhall find the quantity of filver which 
circulates in loofe pieces very ftnall, in proportion 
to that which is bagged up ! the regulation there- 
fore of w'eighing the bags is of infinite importance ; 
tod were it not fof this, the currency would be de- 
bafed in a very fbort time* But the cafliieTs, who 
are the great depofitaries of this currency, being » 
obliged to deliver the bags of the legal weight, they 
are thereby reftraincd from tampering with it : and 
the bagging of it up, greatly preventing the Wear, 
ftrpports tolerably well the weight df this^ old cur- 
rency of hammered money. 

To people who do not attend to all thefe drcuttt* Reafon of 
ftances, there appears a procBgJbus fcarcity of filver i'^p^^l^V 
currency in ttoKand. It is there as difficult to get ^*S„j 
change for dtrcats, as h Is in England to get change ^^^^f^^^^i 
for gnmeais ; and yet, upon exlmins^tlon, we Qidli 
find, that Ae intrinfic value of the filver coin, corn- 
monly given in exchange for the gold fpecieS^ is ht 
below the value of the gold^ 
Voi.ni. K Here 
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Here then is a paradoxical appearance to be re^^ 
folved ; to wit^ How it can happen in trading na^* 
A pandoK tions, fuch as England and Holland^ that in the 
foiveiL " exchanging light filver coin for weighty gold coin, 
people fhould be fo unwilling to part with the fil- 
ver, although really of lefs yalue than the gold. 

This is the cafe in both countries : thus it hap- 
pens in England, where there is fo little filver 
currency ; and the cafe is the fame in Holland, 
where there is a vaft deal Let me therefore endea- 
vour to account for thefe political phenomena. 

Since the time I compofed the former part of this 
inquiry into the principles of money ^d coins, I 
have found, by the trials I made in Hplland upon 
the weight of the Englifh filver currency, that (hil- 
lings are at prefent (i 761) far below, the weight of 
•^ of a pound troy, which is what they ought to 
be, in order to make 21 of them equal in value to 
a new guinea, according to the prefent proportion 
of the metals. It is therefore demanded, 

Firft, How it comes about that fuch fhillings do 
not debafe the value of the Englifh flandard* below 
that of the gold ? 

Secondly, Why are they fo difficult to obtain, in 
change even for new guineas, which are of more 
intnnfic value every where ? And, 

Thirdly, Why money-jobbers are not always 
ready to give them in exchange for new guineas ? 

Thefe appearances feem inconfiflent with the 
principles above laid down ; and a reafon muft be 
given why thefe principles do not operate their 
cSeQt in this example. 

I anfwer. 
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t anfwer, that circumflances are infinitCi and chap. 

VIII 

muft conftantly be attended to ; and there are in ^- -[^ 
the cafe before us feveral particulars not to be over- Solution of 
looked ; I (hall therefore point them out, in my 
anfwers to the three queftions, as they lie in 
order. 

As to the firft^ I anfwer, that thefe (hillings are 
in fo fmall a quantity, in proportion to the gold 
fpedes, that they cannot be employed in payments^ 
Now it hds been faid above^ that exchange (in 
trade) regulates the value of the pound ilerling^ 
and confiders it as a determinate value, according 
to the fum of the intrinfic worth of all the feveral 
currencies, in proportion as payments are made in one 
$r the others Now (generally fpeaking) no com- 
mercial obligations are acquitted in filveri I do not 
underftand by the word payments^ a few poundst 
, * (lerling fent from farmers in the. country, perhaps 
in payments of their rents to their landlords ; nor 
what fails into the public offices, in the payment of 
taxes> It is trade alone, and the payment of bills 
of exchange between different countries, which can 
afcertain the true value of that currency in which 
mercantile payments are made. Were thefe worn* 
out (hillings in fuch plenty as to allow bills of ex- 
change to be acquitted in them, I make no doubt . 
but they would fall below the value of the ^^ of 
new guineas } every one would be glad to difpofe 
of them for guineas, at the rate of their currency } 
and guineas^ then, would be as difficult to be got 
for light (liver, as light filver is now to be had for 
guineas* This would bring the (landard (till lower 
than it is at prefent } that is^ below the value of 

Kd the 
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the gold : but as payments cannot be made in light 
ihillingSy thdr currency cannot affeft the ftandard. 

The fecond queftion is, Why they (bould be fo 
difficult to obtain in change for guineas, which are 
above their value ? 

I anfwcr, that it is not the intrinfic worth of the 
Kght (hillings which makes them valuable, and dif- 
ficult to be got ; but the utility they are of in fmall 
circulation forces people to part with their guineas 
for a lefs valuable currency. Thefe (hillings I con- 
iider (nowj as marks, not as material money, fitted 
to a ftaridard. Every body knows the difference 
between marks or counters, and Jpecie of intrinfic 
worth. The copper coin of moft nations is marks, 
and pafTes current, although it do not contain the 
intrinfic value of the denomination it carries ; nor 
ought it to be a legal tender in payments beyond 
the value of the lowefl: denomination of (ilver coin* 
Such a regulation will preferve its ufefulnefs for 
fmall circulation, and will prevent it, at the 'fame 
time, from debating the ftandard, and involving in 
confufion xti^fpecijic currency (as I may call the gold 
and filver coins) when properly proportioned, and 
of juft weight. 

But (hillings in England, although they be at 
prefent in a manner no better than marks, becaufe 
cf their lightnefs ; yet in the eye of the law they 
continue to be lawful money, and a legal tender iir 
payments. It is therefore of great confequence 
that fuch (hillings be not in too great plenty. Thit 
would have been the cafe, had government coiae 
in to the plan propofed for the coinage of (hilUngpi 
below the (bndard j fuch (hillings would have beeA 

coined 
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coined abroad, and run in upon England, to the ^ H a p. 
great detriment of the nation ; and although they 
had been profcribed in payments, beyond a certain 
fum, yet they would have been fo multiplied in 
fmall payments, as |to have fumifhed the means of 
buying up the gold coin, find carrying it out of th^ 
Country for an imder-value. Whereas the worn 
ihiilings do not produce this bad eStQ, becaufe 
of the fcarcity of them, and becaufe of the 
impoffibility of imitating them in foreign mints *• 

* It is comsiooiy believed that (hillings are coined in Bir- 
minghanii and that Government winks at the abufe^ becaufe of 
the great fcarcity of diver in England. 1 find no foundatioQ for 
this belief, after the inquiry I have made. 

In the firil place, Mr. Harris, who was the beft aflay-maker ki 
Europe, told me, tliat a bag of thofe fhiUings had been feat to 
the mint by the Lords of the Treafury, to be tried by him : 
that he had found them to be Engliih (landard, to the moft 
fcrupulous exa^nefs : that he did not believe any fuch corre6l 
affay could be made, except at the mint : that all the engravers 
of the mint declared it was impoffible to imitate a worn (hilling. 

The trials I myfelf made were of a different sature. I exs^ 
mined the (hillings with a magnifying glafs ; and found every 
one almofl different in the imprcfCon, as well as in the weight. 
In fome the back part of the head was worn, in others the facei 
none, in (hort, was worn perfefUy alike to another. 

I put a handful of them into a coal fire ; and taking them 014 
when red-hot, and throwing them on the hearth, I plainly dif- 
covcred, on many of them, fome part of the arms of Great 
Britain appearing in the crofs upon the reveife, in a different 
coloor from the gpround of the coin : in others indeied nothing 
could be feen: this was owing to the degree pf wearing* How 
then can any dye flrike an imprei&oo upon a coin, which will an* 
fwer aQ thefe appearances ? 

I communicated to Mr. Harris the trials I had made, and he 
was perfe^y fatisfied, upon the whole, that no old fiiiUing had 
ever been counterfeited at Binmn^am. 

t 3 The 
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The anfwer to the third queltion, viz. Why mcv 
ney-jobbers are not always ready to give old fhiU 
lings for new guineas ? is eafy, from what has been 
iaid. They cannot pick them up below the mean 
value of the currency ; becaufe of the great de- 
mand there is for them in exchange for guineas ; 
therefoVe they can gain nothing by providing them 
for that purpofe. 

It comes next in order, to folve a funilar phaeno- 
menon in Holland, where there are great quandties 
of filver fpecie, and yet one can hardly find change 
for a ducat, except in a fhop, where one has occa- 
(ion to buy fometbing. 

This myftery is eafily refolved. The great quan-. 
dties of iilver in Holland confift of what is put up 
in bags of due weight, according to the regulations 
mentioned above. This part of their currency, is 
about J per cent, better, in intrinfic value, than du- 
cats at 5 /• 5 Ji. tale for tale ; which is a fufficient 
reafon not to part with it, in change for ducats at 
that rate. But befides this bagged up.bank Jpecie, 
thene are many other forts of old worn-out coin^ of 
unequal weight and finenefs. 

Thefe ferve as marks for the fmall circulation, 
and are not a legal tei^der in all payments ; fuch as 
foreign bills. What is the confequence of this ? 
Since this old fpecie carries denominations above its 
value, when compared with the bagged-bank-filver 
coin, it ferves to buy up this good filver, when it 
fells into circulation^ that is, it ferves to buy up, 
pr to exchange, florin pieces, which are, as I have 
feid, \ per cent, better than ducats at 5/ ^Ji. Such 
Ijood filver pieces are not very common in ordinary 

circulation \ 
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drculadon ; but as it frequently happens that people chap, 
receive filver in facs^ for their daily ezpence, who 
do not mind the di£Ference of | per cent, when they 
pay in this good money, it circulates for a Uttle 
time, until it falls into the hands of thofe who know 
it, and bag it up again. Thus it happens in HoU 
land, from the diforder of their coin, that you may 
be paid a million fterling, if you pleafe, in good 
filver coin ; and yet you find difiBculty to procure 
filver for a ducat, in the lighted, bafeft, and moft 
aukward pieces imaginable, for reckoning. The 
bad confequences refulting from this diforder, have 
been taken notice of in the prbper place. 
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BOOK IV. 

OF CREDIT AND DEBTS. 

PAI^T I. 
or TH5 INTEREST OP MONET. 



INTRODUCTION. 

T COME now to inquire into the principles of 
^ credit ; a Aibjeft already introduced in the 17th 
chapter of the fecond book, where I aran^ned die 
nature <^ drculation, and pointedout the principles, 
which direft a ftatofman when and how to retard 
or accelerate its a^vity, according as the political 
interefts of his peo{de may require. 

In that chapter the ohjeft was, when and how 
other to extend or reftrain the ufe of credit, accord- 
ii^ to. political eircumftances. The inquiry now 
comes ta be, what this credit is ; upon whaLit is 
founded ; what the various (jpccies of it are ; what 
are the methods of eftablifhing and eictending it, 
white it is in its infancy and vigour ; how to fuftaii) 
it when it is overftretdied ; and laft of all, how to 
3 let 
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book; let it fell as gently as poffible, when by no human 
prudence it can be longer fupported. . 

Many political writers in treating of credit, 'rc- 
prefent it as being of a very myfterious nature ; 
owing its eftablifhment to a confidence not eafily 
accounted for, and difappearing from the (lighteft 
unfavourable circumftances. 

That credit, in its infancy, is of a very delicate 
nature, I willin^y allow ; as alfo that we have many 
examples which confirm the fentiments of thofe 
who believe it to contain, in itfelf, fomething very 
myfterious : but this proves no more, than that, in 
fuch cafes, credit (as I confider it, and as it will 
appear really to be) has not been properly eftab- 
liihed. The caufe of confidence has had nothing in 
it but opinion, and when this is the cafe, credit is 
but a fhadow ; and like a thin vapour, it may be 
diflipated by the fmalleft breath of wind. 

They all agree that credit is no more than confi* 
dence, but they do not examine how this confi* 
dence is to be eftablifhed on a folid foundation. 

The operations of credit are incompatible with 
the involve4 contracts of the law, and with the fpi- 
rit of intricate land-fecurities. The policy of fuch 
contra£b was analogous to the manners of the 
times which gave them birth. Trade is a late re* 
finement, in moft nations of Europe, and induftry 
is ftill a later : the beginnings of both are flow, 
imperceptible, and obfcur^. The inftruments by 
which they are promoted, are the lower clafles of a 
people ; the interefl of the individuals who compofe 
them, may appear to fome, to be below the atten* 
tjon of a ftatefman } and yet it is by the acciunula- 

tioa 
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tion of their indullry only, that this huge &bric is 

To eftablifli that credit, which is ncceflary for 
carrying on fo great a work, a ftatefman muft lend 
his hand. He muft give a validity to mercantile 
obligations, which have no name in his law-books : 
he muft fupport the weak againft the ftrong : he 
muft reform the unwieldy procedure of courts of 
juftice : he muft facilitate the fale of property : he 
muft eftablifh the credibib'ty of merchants' books re* 
^larly kept : he muft difcourage frauds, and fup- 
port fair dealing. . 

When fuch a plan is once eftablifhed, confidence 
will find a bafis in the property of every individual 
who profits by it. When it is not eftablifhed, credit 
will appear like a meteor: intelligent and crafty 
men will avail themfelves of it, and thereby dazzle 
the eyes of the public, with gilded fchemes of opu« 
lence and profperity : mankind will fly to induftry. 
Confidence will be eftablifhed ; but as there will be 
no method of determining the bounds of this confi* 
dence, the promoters of the fcherae will profit of the 
delufion ; confidence will vanifh ; and the whole 
will appear to have been a myflery, a dream. Is 
not this a reprefentation of many projeds fet on foot 
fince the beginning of this century ? What were 
the South Sea's and Miffifippi's, but an abufe of con- 
fidence ? Had ever the caufe of confidence been ex* 
amined into, would ever fuch extravagant ideas 
have arrived at the height they did ? 

Credit therefore muft have a realy not an imagine 
ary object to fupport it ; and although I allow that 
in all operations of mercantile credit, there muft be 

fomething 
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fomething left to chance and accident ; yet thit 
chance muft beaf a due proportion to the extraor- 
dinary profits reafonably to be expelled from the 
undertaking. 

From this it appears, what an ufeful fpecubtion 
k is to inquire properly into the nature of credit ; 
to deduce with accuracy the principles upon which 
it is founded ; to banifh myftery from plain reafon ; 
to (hew how every the moft furprizing effeft of ere* 
dit, whether tending to the advantage, or to the 
hurt (^fociety, may eafily be accounted for; and^ 
which is the moft ufeful of all, to point out how 
fiich effefts may be forefeen, fo as either to be im- 
proved or prevented. 

In going through fo extenfive a fubjed:, as a de- 
duAton of the principles of crecUt, method is very 
Bcceflary ; and when a detail is long, fubdivifions 
are very convenient. I have, upon this accoimt, 
divided this book into four parts. 

The firft (hall be fet ap^rt for deducing the prin- 
c^les which regulate the rate of intereft ; becaufe 
tius is the bafis of the whole. 

The (econd, for the principles of banking ; under 
wbich I Ihall have an opportunity to unfold die 
whole dodrme of domeftic circulauom 

The third, for thofe of exchange; which is 
equally weil calculated for carrying on foreign dr- 
culadon ; and as to what regards debts, and the 
borrowmg of money, with ail the confequences 
which they draw along with them, thefe importaat 
objeds will fumi(h zmfle matter for 

The foiirdi and laft part, which (hall treat of the 
principles of public credit. 

Thefe 
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Thefe things premifedi I proceed to the defun* lotrod. 
tioa of credit. 



CHAP. L 
What Credit is^ and on what founded* 

OREDIT is the reafonable expeilatioh entertained 
by bim who fulfils hisjide of any contraS^ that 
the other contrailing party will reciprocally maki 
good bis engagements. 

To illuftratc this, we may fay with the lawyers, 
that as all contFads may be reduced under one of 
the following heads. Do ut , des^ do ut facias ; fa^ 
cio tit desjfacio ut facias ; fo he who adually gives 
or performs his part, is the creditor, or the perfoa 
who gives credit ; and he who prdmifes only to give 
or to perform, is the' debtor, or the perfcm who re- 
ceives it. 

Credit, therefore, is no more than a well ejlab^ 
lipied confidence between men, in what relates ta 
the fulfilling, of theur engagements. This confi- 
dence mufl be fupported by laws, and eftablifhed by 
imanaers. By laws, the execution of formal con* 
trads may be enforced : manners, alone, can intro- 
duce that entire confidence which is requiiite to 
form the fpint of a tradmg nation. 

Credit, in its in&ncy^ muft be fupported by fta- 
tutes, and enforced by penalties ; but when it is 
once well eflablifhed, every recourfe had to law, is 
found to wound tbs delicacy of ks conflitution. 

For 
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For this reafon ^we fee, that in certain nations *i 
the legiilator wifely excludes the ordinary courts of 
juftice from extending their rigid jurifdiction over 
mercantile engagements! they leave to the pru- 
dence and good £uth of men verfed in commerce^ 
to folve the difficulties which refult from fuch tran^ 
fa£tions ; becaufe they are to be interpreted more 
according to the conftant fluduation of manners^ 
than to the more permanent inftitutions of pofitive 
law. 

The more the jurifdidion of the (tatefman is un- 
limited ; or, in other words^ the lefs the power of 
any fovereign is reftrained, by the laws and confti-^ 
tution of the ftate he governs^ the iQore it be« 
hoves him to avoid every ftep of adminiftration 
which can make his authority be feh in cafes where 
credit is concerned. If he fliould happen, for ex-> 
ample, to be a d|btor himfelf, he muft take good 
care never to appear in any other light to his Cre« 
ditor. The moment he puts on the fovereign, the 
lame moment all confidence is loft. For thefe rea- 
fons, we have hitherto had few examples (I might 
perhaps have faid none at all) where credit has been 
found permanently folid, under a purb monarchy. 

But we muft obferve, at the fame time, that the 
(lability of credit is not incompatible with this form 
of government. At certain times, we have feen 
credit make a furprifing progrefs in France ; and it 
has never fuffered any check in that ftate, but from 
a£ls of power, which I think have proceeded more 
from inadvertency, and want of Imowledge, than 

* In France particularly. 

from 
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If ■ , ; ' 

\ from a formed dedgn of defrauding creditors. 
: Thefe may be looked on as blunders in adminiftra* 
tion ; becaufe they have conftantly difappointed the 
purpofe for Tvhich they were intended.' Let me 
f prove this by fgme examples. 
I The arret of 21 May 1720, (of which we (hall 
\ give an account hereafter,) deftroyed in one day the 
t whole fabric of credit, which had been ereded in 

(France during the courfe of three years ; and which 
in fo fhort a time had mounted to a height hardly 
credible. I fay, that in one day this inadvertent 
ftep (for no real injury was intended) deftroyed the 
credit of 2,697,048,000 livres of bank notes, 
(above 120 millions fterling) and of 624,000 ac- 
tions of the Eaft India company, which (reckoned 
at 5000 livres apiece, the price at which the com* 
pany had lad fold them) amount to 3,120,000,000 
livres, or above 140 millions fterling. Thus at one 
blow, and in one day, 260 millions fterling of 
paper currency, payable to bearers, were ftruck 
out of the circulation of France ; by an ufelefs and 
inadvertent a£t df power, which ruined the nation, 
^ '\ and withered the hand which ftruck it : an event 



& 



too little underftood, and too little remembered in 
that kingdom; 

This plainly appears from their late condud ; 
for in the end of 1759, at a time when the credit 
of France was in fo flourifliing a fituation as to 
have enabled her to borrow, that very year, near 
200 millions of livres ; and when there was a prof- 
^ I pe£t of being able to borrow, in the year following, 
' ' a far greater fum, the (hutting up what they called 
thdr cai/fe d'aniortiffment^ for the lake of withhold- 
ing 




&)g ^2 millions of livres interefl due to the creditofS^ 
flruck all credit with Jbreigners dead in one 
inftant. 

Thefe examples fhew what ^tal confequences 
follow a misjudged exercife of power in matters of 
credit. 

On the other hand, the rapid progrefs of credit 
in France before the Miflifippi, and the (lability of 
it from 1726 to the year 1759, abundantly proves, 
that no two things are more compatible than mo- 
narchy and confidence. All that is wanting is the 
cftablifliment of one maxim in government ; to wit, 
I that the King's power is never to extend fo far, as 

to alter the fmalleft article of fuch contrafts as have 
been made with thofe x^ho have lent money for the 
. fervice of the ftate. 

Maxims in government bind the monarch and thi 
legijlature^ as laws bindfubjeffts and fubordinate ma^ 
giftrates : the one and the other ought to be held in* 
violable, fo far as they regard credit j or confi-t 
dence will be precarious. 

What has fupported the credit of Great Britain, 
but the maxim conftantly adhered to, that the pub* 
Kc faith pledged to her creditors is to be inviolable ? 
Does any one doubt, but the legiflature of this 
nation may fpunge out the public debts, whh as 
much eafe as a King of France ? But in the one 
kingdom, the whole nation mufl: be confulted as to 
the propriety of fuch a ftep ; in the other, it may 
be done at the iitftigation of a fingle perfon, igno- 
hflit of the confequerxes : but I hope to make it ap- 
pear, before the conclufion of this book, that it i^ 
impoffible to form a fuppofition, by which a ilate 

can 
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can be benefitted by deliberately departing, for one c ha p. 
moment, from the faith of her engagements. A 
national bankruptcy may no doubt happen, and 
become irreparable ; but this muft be when the 
ftate IS emerging from a fignal calamity, after hav- 
ing been involved in ruin and confufion. 

Confidence^ then, is the foul and eiTence of credit ; 
and in every modification of it, we (hall conftantly 
find it built on this bafis : but this confidence mufl: 
have for its objefl: a willingnefs and a capacity in the 
debtor to fulfil his obligations. 



CHAP. n. 

Of the Nature of Obligations to be performed ^ in 
confequence of Credit given ; and of what is meant 
by the terms regorging andjiagnating of money. 

TTTE have already faid, that all obligations con- 
trafted with a view to be performed in future 
time, confift in doing or giving fomething in con- 
fideration of fomething done or given. 

When aftions only are ftipulated in contrads, 
credit (in a ftrift acceptation of the term) is little 
concerned ; becaufe no adequate fecurity can be 
given for performing an aftion : fuch contracts 
Hand wholly upon the willingnefs and capacity of 
adingy which depend more upon the perfon than 
upon th^ factdties of the debtor. To fupply this 
defed, we fee penalties ufually ftipulated in fuch 
cafes ; which reduce thofe contra&s to an alterna- 
tive obligation of either doing or giving. 

Vouin. L We 
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. We (hall therefore throw out the confideration of 
the firft altogether, as being foreign to our pur- 
pofe ; and adhere to the latter, which is the true 
objeft of credit. Again : 

In all obligations to give any particular things 
there is conftantly implied an alternative alfo ; to 
wit, either the thing ftipulated, or the value {id 
quod intereftj according to the lawyers) : this muft be 
relative to money ; which is the common price of 
all things in commerce among men. 

Thus we have brought credit to the objedb under 
which we are to confider it, viz. the obligation to 
pay money, either for value received, or for fome 
confideration relative to the parties, which niay be 
the juft ground of a contraft. 

Credit and debts are therefore infeparable, be- 
caufe they neceffarily imply each other ; and very 
properly come to be examined together in this 
book. 

When money is to be paid at a diftant period of 
time, the obligation may either be, for one precife 
fum ; or for that fum with ihtereft, during the 
interval between contrafting and fulfilling the obli- 
gation. 

The lending of money without intereft, was very 
common before the introdu£tion of trade and in- 
duftry. Money then was confidtred as a barren 
ftock, incapable of producing fruit ; and whenever 
the quantity df it, in any country, exceeded the 
ufes of circulation, the remainder was locked up in 
treafures : in which cafe, the exaOing of intereft for 
it appeared unreafonable. 

Things 
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Things are now changed: no, money is ever chap. 
locked up ; and when borrowed, the regular pay- 
ment of ii\tereft for it, is as effential to the obtain- 
ing of credit, as the confidence of being repaid the 
capital. Thefe periodical payments are a conftant 
corroboration of this confidence ; fo that it may be 
faid with truth, that he who can give good fecu- 
rity, to pay to perpetuity, a regular intereft for mo- 
ney, will obtain credit for any fum, although it 
fliould appear evident, that he never can be in a 
capacity to refund the capital. 

The reafon of this may be gathered from the 
principles already deduced, and from the plan of 
our modem ceconomy. 

We have faid in the fecond book, that the cur- 
rent money of a country is always in proportion to 
the trade, induftry, confumption, and alienation, 
vfhich regularly take place in it ; and when it hap- 
pens that the money already in the country is not 
fuificient for carrying on thefe purpofes, a part of 
the folid property, equal to the deficiency, may be 
' melted down (as we have called it) and made to 
circulate in paper : that as foon again as this paper 
augments beyond this proportion, a part of what 
was before in circulation, mult return upon, the 
debtor in the paper, and be realized anew. 

Let us now confider what is underftood by 
realized. — By this term is meant, that the regorging 
paper, or that quantity of currency which a nation 
pofTefles over and above what is neceffary for its: 
circulation, muft be turned into fome (hape whereby 
it may produce an income ; for it is now a maxim, 

L 2 that 
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that no money is to be fuffered to remain ufelefs to 
the proprietor of it •. 

When this regorging or Jlagnattng paper then 
comes upon the debtor in it, if he Oiould pay the 
value of it in hard fpecie, how would the condition 
of the creditor be improved ? 

We fupppfe the credit of the paper equal to the 
credit of the coin within the CQuntry. We alfo fup- 
pofe that the paper has fo ftagnated in the h ands of 
the bearer, that he can neither lend it, or purchafe 
with it any fpecies of folid property, within the 
country, capable to produce an income : for if any 
way of difpofmg it ufefully can be found, this cir- 
cumftance will prove that circulation is not over- 
ftocked at that time j ^confequently, the money 
does not regorge. But let us fuppofe that it docs 
regorge : then he muft either oblige the debtor in 
the paper to pay in coin, that he may lock it up in 
his coffer (as was the cafe of old) ; or he muft fend 
his coin to other countries, where circulation is not 
fully (locked, and where an income may be bought 
with it. This conftantly happens when circulation 
is either overftocked, or when the quantity of cir- 
culation begins to diminifh m^ a country. 

Let me next fuppofe, that in a country over-* 
ftocked, with money, a fudden demand for it, far 
beyond the ordinary rate of circulation, fhall oc- 
cur : fuppofe a war to break out, which abforbs, in 
a fliort time, more money than, perhaps, all the 

* The terms regorging W[\6.Jiagnatingy ?ire the beft I can fall 
upon to exprefs the idea here defined ; and therefore I (hall take 
tlie liberty to ufe them in this fenfe wherever I (hall have oeca* 
fion to fpeak concerning a ytf/f/^itf/y of coin orof moncj. 

coii^ 
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§ 

coin and all the paper can fupply • The (late upon chap. 
this occafion in^pofes a tax, which, let me fuppofe, \^ 
may produce a fum equal to the intereft of the mo- 
ney required. Is it not very certain, that fuch per^ 
fons who found a difficulty in pladng their regor- 
gmg capitals, will be better pleafed to purchafe a 
part of this annual intereft, than to lend it to any 
perfon who might pay it back in a (hort time ; by 
which repayment the lender would again be thrown 
into the fame inconvenience as before, of finding a 
proper out-let for it ? This is a way of realizing 
fuperfluous money, more efFedual than turning it 
into gold or filver. 

When I fpeak, therefore, of realizing paper mo- 
ney, I underftand either the converting of it into 
gold and filver, which is the money of the world ; 
or the placing of it in fuch a way as to produce a 
perpetual fund of annual intereft. 

Were public borrowing, therefore, to work the 
effed of bringing the money in circulation below 
the proportion required for carrying on alienation, 
trade, &c. then an obligation to repay the capital 
would be neceifary, and complaints would «be 
heard againft the ftate for not paying off their 
debts; becaufe thereby the progrefs of induftry 
would be prevented. But when the operations of 
credit are allowed to introduce a method of creating 
mbney anew, in proportion as trade and induftry 
fhall demand it, then the ftate has no occafion to 
pay back the capitals ; becaufe the public credit, 
ors enjoy far better conditions in their annual in- 
come, than if their capitals were refunded. 

Let me illuflrate this by an example. 

L3 ' W* 
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BOOK Wc muft tak^ it for granted, that in every na- 
tion in Europe, there is a fum in circulation, nearly 
equal to the alienation, trade, &c. which goes on 
aftually at the time. Wc muft alfo take it for 
granted, that the amount of all debts whatfoever, 
public and private, paying intereft to the clafs of 
creditors, is every where a very great fum : now let us 
fuppofe, that the clafs of debtors fhould be enabled 
(no matter by what means) to pay off what they 
owe, in coin newly acquired ; would not, by the 
fuppofition, a fum^of the old currency nearly equal 
to this coin newly acquired, immediately fall into 
ftagnation, and would it nor be impoflible to draw 
any income from this ftagnated coin ? This was 
exa£tly the cafe of old. The coin far exceeded the 
ufes of circulation, and ftagnated in treafures. — 
Wars brought it out ; becaufe then circulation aug- 
mented ; peace again cutting off thefe extraordinary 
demands, the coin ftagnated again, and returned 
to the treafures. 

What is the cafe at prefent ? 

Money and ^oin are never found to furpafs the 
ufes of circulation in commercial countries. When 
war comes, which demands an extraordinary fup- 
ply, recourfe is had to borrowing upon intereft ; 
not to treafures : and the defire of purchafing this 
intereft, which we call an annuity, draws treafures 
even from the enemies of thofe nations who have 
the beft credit. Again, at the end of a war, in 
place of an empty treafury, as was the cafe of old, 
we find a huge fum of public debts. As oeconoi^y 
filled the treafury then, fo ceconomy muft pay off 
the debts now. 

From 
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From what has been faid, it plainly appears, that 
intereft is now become fo abfolutely eflential to cre- 
dit, that it may beconfidered as the. principal requi-- 
fite and bafis on which the whole fabric (lands : we 
(hall therefore begin by examining the origin and 
nature of intereft, and alfo the principles which in- 
fluence the rate, and regulate the flu£tuations of ilu 



I 



CHAP. UL 

Of the Intereft of Money. 

SHALL leave it to divines and cafuifts to deter- 
mine how far the exafting of intereft. for mo- 
ney is lawful, according to the principles of our 
reU^on. 

It was forbidden to the Jews, by the laws of 
Mofes, to lend at intereft to their brethren, but it 
was permitted to lend to ftrangers. Deut. chap. 
xxiii. ver. 19, 20.^ This is one of the wifeft poli- 
tical inftitutions to be met with in fo remote anti- 
quity, as we (hall hereafter explain. 

In the primitive ages of chriftianity, the lending 
of money at intereft was certainly reputed to be un^ 
lawful on moft occafions. That fpirit of charity to 
all who were in wantj was fo worked in with the doc- 
trine of our religion, that a borrower was conftantly 
coniidered to be in that fituation. Trade was little 
known ; trading men wej^ generally ill looked 
upon ; and thofe who deviated fo /ar from the fpi- 
rit of the times, as to think of accumiriating wealth 
by the ufe of their mdney, commonly degenerated 
iato ufurers. 

L4 In 
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In the middle centuries, \i^en a miftaken zeal 
animated chriftianity with a moft ungodly third for 
the blood of infidels, the Jews were, in every na« 
tion in Europe, almoft the only money-lenders.-— 
This circumftance ftill more engaged the church to 
dart her thunder againft this pradice ; and the loan 
upon intereft never took root among chriflians, un- 
til a fpirit of trade and induftry fprung up in Italy 
in the time of the Lombards, and from thence fpread 
itfelf, through the channel of the Hans-towns, over 
feveral nations. 

Then the church began to opep her eyes, and 
faw the expediency of introducing many modifica-* 
tions, in order to limit the general anathema which 
fbe had denounced againft the whole clafs of money- 
lenders. At one time it was declared lawful to lend 
at intereft, when the capital (bared any rifque in the 
hands of the borrower ; at another, it was found 
allowable, when the capital was not demandable 
from the debtor, while, he paid the intereft : again, 
it was permitted, when the debtor was declared by 
fentence of a judge, to be in mora in acquitting his 
obligation : at laft, it was permitted on bills of ex* 
change. In fhort, in moft Roman catholic coun- 
tries, intereft is now permitted in every <:afe almoft, 
except in obligations including a' ftipulation of in- 
tereft for fums demandable at any time after the 
term of payment ; and it is as yet no where confi- 
dered to be fo eflential to loan, as to be due on 
all debts whatfoever; not even upon obligations 
payable on demand, 

E^q^ediency and the good of fociety (politically 
peaking) are the only rule for judging, when the 

loan 
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loan upon intereft fhould be permitted, when foN 
bidden. While people borrowed in order only 
to procure a circulating equivalent for providing 
their neceilaries, until they could have time to di£» 
pofe of their effefts ; and while there was feldom 
any certain profit to be made by the nfe of the money 
borrowed, as now, by turning it into trade,, it was 
Tery natural to confider the lender* in an unfavour- 
able light ; becaufe it was fuppofed that his money, 
had it not been lent, mud have remained locked up 
in his coffers. But at prefent, when we fee fo many 
people employed in providing (lores of neceffa- 
ries for others, which, without money, cannot be 
done ; were the loan upon intereft forbidden, it 
would have the effeft of locking up the very inftru- 
ment (money) which is neceffary for fupplying the 
wants of the fociety. The loan, therefore, upon inte- 
reft, as fociety now Jiands compofed^ is eftablifhed, 
not in favour of the lenders, but of the whole com- 
munity; and taking the matter in this light, no 
one, I fuppofe, will pretend that what is beneficial 
to a whole fociety fhould be forbidden, becaufe of 
its being proportionably advantageous to fome par* 
ticular members of it. 

If it be then allowed, that the loan upon intereft 
|s a good political inftitution, relatively to the pre- 
fent fituation of European focieties, the next quef- 
tion is, to determine a proper ftandard for it, fo as 
to avoid the oppreffion of ufurers, on one hand, 
and on the other, to allow fuch a reafonable profit 
to the lender, as may engage him to throw his 
money into circulation for the common advantage. 

. ' This 
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This queftion leads us dlredly to the examination 
of the principles which regulate the rate of intereft ; 
and if we can difcover a certain rule, arifing from 
the nature of things, and from the principles of 
commerce, which may direft a ftatefman how to 
eftabliih a proper regulation in this matter, we may 
conclude with certainty concerning the exad Umits, 
between unlawful and pinching ufury, exaded by 
a vicious fet of men,' who profit of the diftrefs of 
individuals ; and that reafonable equivalent which 
men have a right to expeft for the ufe of their mo- 
ney, lent for carrying on the circulation of trade, 
and the employment of the lower clafles of a peo- 
ple who mufl fubfift by their induftry or labour. 



C H A P. IV. 

Of the Principles which regulate the Rate of Intereji. 

T17E muft now recal to mind the prindples of 
demand and competition, fo fully deduced 
in the fecond book, in order to anfwer the follow- 
ing queftion, viz. 

What is the principle which regulates, at all 
times, the juft and adequate rate of intereft for mo^ 
ncy, in any particular flate ? 

I anfwer. That at all times, there is in every ftate 
a certain number of perfons who have occafion to 
borrow money, and a certain number of perfons 
who defire to lend : there is alfo a certain fum of 
money demanded by the borrowers, and a certain 

fum 
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fum offered to be lent. The borrowers defire to' 
fix the intereft as low as they can ; the lenders feek, 
from a like principle of felf-intereft, to carry the 
rate of it as high as they can. 

From this combination of iriterefts arifes a double 
competition, which fluQuates between the two par- 
ties. If more be demanded to be borrowed, thaa 
there is found .to be lent, the competition will take 
place among the borrowers. Such among them as 
have the moft preflirig occafion for money, will 
oflfer the higheft intereft, and will be preferred. 
If, on the contrary, the money to be lent exceed 
the demand of the borrowers, the competition will 
be upon the other fide. Such of the lenders, as 
have the moft prefling occafion to draw an iotereft 
for their money, will ofier it at the loweft intereft, 
and this ofier will be accepted. 

I need not launch out into a repetition of what 
has been faid concerning the influence of double 
competition, in fixing the price of commodities ; as 
I fappofe thefe principles to be now well underftood, 
and well retained, by thofe who read this chapter ; 
I ftiall therefore confine myfelf here to what is pecu- 
liar to the demand for money. 

The price of commodities is extremely fluftuat- 
ing : they are every one calculated for particular 
ufes ; money ferves every purpofe. Commodities, 
though of the fame kind, differ in goddnefs: money 
is all, or ought to be all of the fame value, relatively 
to its denominations. Hence the price of money 
(which is what we exprefs by the term intereft) is 
fufceptible of a far greater ftability and uniformity, 
than the price of any other thing. 
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We have (hewn in the 28 th chapter of the fecond 
book, in examining the principles which regulate 
the price of fubiiftence, that the only tiling which 
can fix a ftandard for it, is frequent and familiar 
alienation. The fame holds true of money. Were 
we to fuppofe a ftate^ where borrowing and lending 
are not common, and where the laws fix no deter* 
minate intereft for money, it would hardly be pof* 
fible to afcertain the rate of it at any time. Thia 
was the cafe of old. 

Before the reign of Henry VIII. of England, in 
1545, there was no ftatute regulating the rate of 
intereft, in that kingdom. The reafon is very plain* 
In thofe days there was little circulation, and . the 
borrowing of money upon intereft was confidered 
as a mortal fm. The confequence of this was, that 
ufurers, having nothing but confcience to reftrain 
them, carried the price of their money to a level 
with th^ prefling occafion of fpendthrifts, while 
others, from friendihip, lent for no intereft at all. 
Henry fixed the rate of intereft at lo per cent. 
and his cotemporary, Francis I. of France, in 1522, 
(who was the firft who borrowed money in a regu- 
lar n:ianner upon the town-houfe of Paris) fixed 
the intereft at the 1 2th penny, that is, at Si- per cent. 
In thofe days, it was impoifible for a ftatefman to 
determine any juft rate for intereft ; and accordingly 
we find hiftory filled with the extortion of ufurers^ 
on one hand, and the violence and injuftice of 
Princes and minifters towards thofe who had lent 
them money, on the other : was it then any won- 
der, that lending at intereft was univerfally cried 
out againft ? It really produced very little good, 

and 
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and was the caufe of manifold calamities to a (late. 
When the Prince borrowed, it was in the mod ur- 
gent diftrefs : thofe who had money, forefaw the 
danger of being plundered if they refufed to lend it 
to him, and of being defrauded as foon as the pub- 
lic diftrefs was over : for this reafon they exacted 
the moft exorbitant intereft : the confequence was, 
that the people were loaded with the moft grievous 
taxes, and the tax-gatherers were the Prince's cre- 
ditors, to whom fuch taxes were afSgned. 

In our days, trade, induftry, and a call for mo- 
ney, enable the borrower to enrich himfelf, to fup 
ply the wants of the ftate, and to pay his intereft 
regularly. 

If we compare the two fituations, we fhall find 
every difadvantage attending the former, and every 
advantage conneded with the latter. 

Without good faith their can be no credit ; with* 
cut credit there can be no borrowing of money, no 
trade, no induftry, no circulation, no bread for the 
lower claffes, no luxury, not even the conveniences 
of life, for the rich. Under thefe drcumftances, 
there can be no rule for the rate of intereft; becaufe 
borrowing cannot be frequent and familiar.* 

In proportion, therefore, as borrowing becomes 
£nequent and familiar, the rule for fixing the rate of 
a legal intereft becomes more pra£Ucable to a ftatef- 
man. Let me make a ftep farther. 

We have faid, that it is the flu£hiation of the 
double competition between borrowers and lenders, 
which* occafions the rife and fall of the rate of inte- 
reft ; I muft now point out the principles which oc- 

cafion this fludtuation. 

Were 
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Were the interefts of trade and induftry fo ex- 
actly eflablifhed, as to produce the fame profit on 
every branch of them, the riioney borrowed for 
carrying them on, would naturally be taken at the 
fame rate ; but this is not the cafe : fome branches 
afford more, fome lefs profit. In proportion, there- 
fore, to the advantages to be reaped from borrowed 
money, the borrowers may offer more or lefs for the 
ufe of it. 

Befides the clafs of men who borrow in order to 
profit by the loan, there is another clafs, who bor- 
row in order to diffipate. The firft clafs never can 
offer an intereft which exceeds the proportion of 
their gains : the fecond clafs, finding nothing but 
want of credit to limit their expence, become a prey 
to ufurcrs. Were it not then upon account of thefe 
laft, there would be no occafion for a ftatute to re- 
gulate the rate of intereft. The profits on trade 
would ftrike an average among the induftrious claf- 
fes ; and this average would fall and rife, in pro- 
. portion to the flourifhing or decay of commerce. 

Let us next examine the principles which prevent 
the monied men from committing extortions, and 
which oblige them to lend their money for that rate 
of intereft which is in proportion to the profits upon 
trade and induftry. 

In evqry country there is found a fum of money 
(that is, of circulating value, no matter whether 
coin or paper) proportioned to the trade and in- 
duftry of it. How this fum is determined, and 
how it is made to augment and diminifh in propor- . 
tion to induftry, we have already explained in the 
26th chapter of the fecond book : we are now to 

examine 
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examine fom? of the confequences which refult from 
the accidental flagnation of any part of it to the pre- 
judice of alienation ; and we mud fhew how the 
loan upon intereft is the means of throwing it again 
into circulation. 

There are in every ftate fome who fpend more, 
and fome who fpend lefs than their income. What 
is not fpent mufl ftagnate ; or muft be lent to thofe 
who fpend more than the produce of their own 
funds. Wei:e * the firll clafs found fo to preponde- 
rate, as to require pore money to borrow than all 
that is to be lent, the confequence would be, to 
prevent the borrowing of merchants ; to raife inte- 
reft fo high ai to extinguiih trade ; and to deftroy 
induftry; and thefe refources coming to fail, fo- 
reign commodities would be brought in, while ex- 
portation would be ftopped, money would dilappear, 
and all would fall into decay. 

This, I believe, is a cafe which feldom happens ; 
^becaufe the rife of intereft (as ftates are now form- 
ed) has fo much the tScOt of depreciating the value 
of every fpecies of folid propertyy that fpendthrifts 
are quickly ftripped of it, by the growing accumu- 
lation of that canker worm, intereft ; . their ruin ter- 
rifies many from following fo hurtful an example, 
and their property falling into the hands of the other 
clafs, who fpend lefs than their income ; thefe new 
poflefibrs introduce, by their example, a more fru- 
gal fet of manners. This may be the cafe in coun- 
tries where trade and induftry have been intro- 
duced ; and where the operations of credit have been 
able to draw into circulation a large quantity of fo- 
lid property, according to the principles deduced 

in 
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B o o K in the chapter above referred to. But in nations of 
idlenefs, who circulate their coin only, and who are 
deprived of the refource of credit ; high intereft 
prevents them from emerging out of their floth, and 
the little trade they have, continues to produce great 
profits, which are incompatible with foreign com- 
merce : this may, indeed, make the coin they have 
to circulate for home-confumption, but it ca^ bring 
no augmentation of wealth from abroad. 

On the other hand, when trade and induftry 
flourifli, and when a mohied intereft is formed, in 
confequenee of the melting down of folid property, 
and ftill more in confequenee of a State's contraft- 
ing great debts ; were the money-lenders to attempt 
to raife the rate of intereft to the ftandard of the 
fpendthrift, the demands of trade, &c. would foon 
b^ cut oft': the ftagnation would then fwell fo foft 
in their hands, that it would in a manner choak 
them, and in a little time intereft would fall to no- 
thing. Whereas by contenting themfelves with the 
jtandard of trade, the largcft fupplies (provided for 
the borrowers) eafily find a vent, without raifing 
the rate of intereft fo high as to be hurtful to any 
intereft within the ftate. 

Add to this, that the advantage of realizing, into 
lands, fo unftable a property as money, muft natu- 
rally throw the proprietors of the mohey into a com- 
petition for the lands which diffipation brings to 
market ; thus, by raifing the value of lands, the 
monied men, with their own hands, defeat the con- 
fcquences of the diffipation of fpendthrifts, and hurt 
their own intereft, to wit, the rife of the price of 
money. From a combination of thefe circumftan- 

i ces^ 
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CCS, lenders become obliged to part with their mo- ^^^ ^' 
ney at that rate of intereft which is the moft confif- 
tent with that good of commerce. 

We have hitherto prefervcd our combinations as 
fimple as poffible. We have fuggefted no extrinfic 
obftacle to borrowing and lending. If money be 
to be lent, and if people be found who incline to 
borrow, we have taken it for granted, that circula- 
tion will go on ; and that the ftagnations in the 
hands of the lenders, will find a ready vent by the 
diffipation of the other clafs : we muft now make 
ftill a ftep farther. 

The fpendthrifts muft have credit ; that is, they 
muft have it in their power to repay with intereft 
what they have borrowed : any impediment to cre- 
dit, will have the eSed either of diminifhing the de- 
mand for money, and confequently of lowering the 
rate of intereft, or of introducing unlawful ufury. 
If we fuppofe the' rate of intereft well determined, 
and ufury prevented by a regular execution of good 
laws, it is very certain, that a ftatefman by hurting 
the credit of extravagant people, will keep the rate 
of intereft within due bounds^ 

If, therefore, the laws of any country, in our 
days, appear defedive, as to the regulation of fe- 
curities for money lent upon the mortgage of folid 
property, while the rate of intereft (lands higher 
than is coniiftent with the good of trade, and with 
public credit ; we fhould be flow in finding fault 
with fuch a defeft. The motives of ftatefmen lie 
very deep ; and it is not always prbper to explain 
them. An example of fuch defers are entails upon 
lands, and the want of proper regift^rs for mort* 
gages. 

Vol. IIL M Did 
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Did the diilipation of landed men tend to pro- 
mote foreign trade, fuch clogs would be pernicious : 
but if the tendency of diflipation be to promote do- 
meftic luxury only, and thereby to raife the price 
of labour and induftry, the cafe is widely different. 
This obfervation is merely incidental : our objeft at 
prefoit extends no farther than to fhew, that the 
diffipation of landed men, and the credit they have 
to borrow money, influence, not a, little, the rate 
of ihtereft in every modern ftate. 
. Thefe are the general principles which, ariltng 
from things themfelves, without the interpofition of 
a ftatefman, tehd to regulate the rate of intereft in 
commercial nations. 



CHAP. V, 

Of the Regulation of Inter ejl by Statute. 

FROM the principles deduced in the preceding 
chapter, we have feen how, without the aid of 
any law, the intereft of money, in a trading nationy 
becomes determined, from natural caufe^, and from 
the irrefiftible effefts of competition. 

But as there is no country in the world fo entirely 
given to commerce, as not to contain great numbers 
of people, who are totally unacquainted with it, 
fome regulation with refpeQ: to the rate of intereft 
becomes neceffary in order to reftrain, on one hand, 
the frenzy of thofe, who, liftening to nothing but 
the violence of their paflions, are willing to procure 
money at any rate for the gratification of them, let 

the 
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the political confequences of their diilipadon prove 
ever fo hurtful to the ftate j and on the other, to 
proteft thofe who, from neceffity, may be obliged 
• to fubmit to the heavy oppreflion of their ufurious 
creditors. 

Laws reftraining ufury, are direftly calculated 
for the fake of thofe two claiTes, not engaged in 
commerce, and indireftly calculated for commerce 
itfelf; which otherwife might receive a wound 
through their fides. 

In entering upon the fubjeft mentioned in the 
title of this chapter, I think we may agree in this, 
that hitherto all regulations made concerning inte- 
reft, have been calculated either for bringing it 
down, or for preventing it? rife. The diftrefs which 
may come upon a ftate, by its falling too low, is a 
phatnomenon which has not yet manifefted itfelf in 
any modern ftate, by any fymptom I can at prefent 
recoiled. 

Now if it be true, as I think it has been proved, 
that the operations of demand and competition work 
irrefiftible effefts in determining the rate of intereft 
in commercial ftates j the ftatefman who is about 
to make a regulation, muft keep thefe principles 
conftantly in his eye. 

If we examine the writings of thofe who have 
treated of this fubjeft with intelligence (among 
whom, I think. Sir Jofiah Child has a right to ftand 
in the foremoft rank), we (hall find Very little at- 
tention beftowed upon that moft neceffary and rul- 
ing principle, competition. 

He lays it down as an axiom, that low intereft is 
the foul of trade, in which he is certainly right ; 

M a but 
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BOOK but he feems to think, that it is in the power of a 
legi/laturej by Jlatute^ to bring interejl down to that 
level which is mojl advantageous to trade ; and in 
thi$ I differ from him. , I muft do him the juftice 
to fay, that he no wher^ diredlly affirmSvthis propo-» 
fition ; but by fuggefting none of the inconvenien- 
ces \(^hich may follow upon an arbitrary redu&ion 
of intereft by flatute, he leaves his reader at liberty 
to fuppofe, that the lowering of it is folely in the 
hands of a flatefman. 

It is very plain, from the hiftory he has given us 
of the fucceffive rates of intereft in England, from 
I o to 6 per cent, that without the interpofition of 
ftatutes, fuch diminutions would not, in that period j 
have taken place, from the principle of competition: 
but I am not fo clear that, at this time^ when trade 
is fo well underftood, and credit fo generally efta- 
bliflied in many nations of Europe, that a like ad- 
miniftration would work effefts equally advanta^ 
geous. 

It is with great difBdence I prefume to differ from 
Child upon this fubjed ; and I find a fenfible fsttis- 
faftion in perceiving that upon the whole, my prin- 
ciples bring me fo very near to his fentiments on 
this matter. 

The ftrong arguments in favour of Child's opi- 
nion, are grounded upon fa£ls. He fays, that when 
intereft was brought down by ftatute, 1625, ^0°^ 
I o to 8 per cent, inftead of producing any bad effed, 
it had that of bringing it ftlU lower immediately 
afterwards ; and the^ fame thing happened, anno 
1650, when it was reduced a fecond time by fta- 
tute, from 8 to 6 per cent, at which rate it flood at 

the 
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the time he wrote. Thefe fads I give credit to, and c ha p. 
ftall now account for them, from the confequences 
of fudden revolutions. 

When a law is made for the reduftion of intereft, 
all debtors immediately profit by it. Upon this, 
the creditors muft either fubmit, or call in their ca- 
pitals. If they fubmit, land immediately rifes in 
its value. If they call in their capitals, they muft 
have an outlet for lending them again, beyond the 
limits of the jurifdidion of the legiflature. Now 
this outlet was not then to be found ; becaufe credit 
was BO where well eftablifhed, excef)t in Holland, 
where intereft was ftill lower. 

They were, therefore, obliged to fubmit, and 
thus intereft was violently brought down by ftatute; 
and a great advantage refulted from it to the com- 
mercial intereft s of England. 

The fubfequent fall of intereft, in the natural 
way, is thus eafily accounted for. 

The confequence of lowering the intereft, was, 
that the price of land rofe feveral years in purchafe : 
the landed men, 1;vho had long groaned under the 
heavy mtereft of 10 per cent, finding their lands rife 
from 1 2 years' purchafe to 1 5, upon reducing the 
intereft to 8 per cent, fold off part of their lands, 
and cleared themfelves. The natural confequence 
of this was, to make money regorge in the hands 
of the monied men; to diminifli the number of 
borrowers ; and confequently, to bring the rate of 
intereft ftill lower. 

O ne fudden revolution produces another. When 
intereft is brought down by ftatute, the price of 
land muft rife by a jerk } and landed mea vdll fud« 

M3 dcnly 
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BOOK dcnly profit of the change in their favour. When 
it falls gently, by a natural revolution in the (late of 
demand, the effefts are more infenfible ; the fharper 
fighted only profit of it ; others, from expe&ation 
Gf a dill greater rife in the price of their lands, neg- 
left to fell in the proper point of time ; and may 
perhaps be difappointed firom a* new fluftuation in 
favour of money. This is at prefent aftually the. 
cafe ii) Great Britain, fince the peace of 1762. I 
write in 1 764. 

Thefe fads fpeak ftrongly in favour of Child's 
opinion, namely, that it is expedient to have re- 
courfe direftly to the ftatute, whenever there is a 
profped of advancing the interefts of trade by a re- 
duftion of intereft. 

It is impoiTible to reply to matters of faft : all, 
therefore, I have to allege in favour of my own 
opinion, is, that it is more confident with the very 
principles in which both Child and I agree j it im- 
plies no fudden revolution, and will, in a fhort 
time, operate the fame eflfeft. 

The method of proceeding, according to my 
principles, is (hortly this : 

Since it is agreed on all hands, that low intereft 
^18 the foul of trade, and the firmed bafis of public 
credit \ that it rifes in proportion to the demand of 
borrowers, and finks in proportion as money is 
made to regorge in the hands of the monied 
intered ; 

The datefman fhould fet out by fuch deps of ad* 
minidration as will difcourage borrowing in thofe 
who employ their money in prodigality and difiipa* 
tion, as far as may be confident with the intered of 

M 3 the 
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the lower ctaflfes employed in fupplying home con» chap. 
fumpcion, according to the principles laid down in 
the fecond book. He (hould abllain from borrow- 
ing himfelf, and even from creating new outlets for 
money, except from the mod cogent motives. By 
this he will, in a ihort time, gently reduce the rate 
•of intereft. Then by ftatute he may bring it down 
a little, but not fo very low as' the foregoing opera- 
tions may have reduced it ; contenting himfelf with 
having farther reftrifted the extent of the ordii^ry 
fluctuations. 

As for example : let us fuppofe intereft li- 
mited by law to 5 per cent, and that by good ma- 
nagement the ftate may ht enabled to borrow eafily 
at 3 per cent. I believe there would refult a nota- 
ble advantage, in reducing the legal rate to 4 per 
cent, and were it brought down to 3 per cent, there 
might follow a very great inconvenience to landed 
men, in cafe a war fhould fuddenly occafion z, re- 
volution in favour of money. 

The diflFerence then between Child and me, is, 
that I am more fcrupulous than he, in introducing 
reftraint into political oeconomy ; and my only 
reafon againft applying the ftatute, as he propofes, 
js for fear of the immediate bad efFefts which 
might follow (in many ways impoflible to be fore- 
feen) upon a fudden and violent revolution, in a 
point fo exceflively delicate as public credit* 

In his days, credit was not fo well eftabliftied, 
nor was it ftretched as at prefent : it was more ac- 
cuftomed to violent fhocks, and could bear a 
rougher treatment. But in order to come the bet-^ 
$5r to a thorough knowledge of this matter, let us 

M 4 examine 




t6S AN INQUIRY INTO THE PRINCIPLES 

examine what might be the confequence, if Great 
Britain fhould, at this time, bring down, by (la- 
tute, the rate of intereft below the level of thejiocks, 
which I take to be the beft rule for determining the 
prefent value of money ; and this is alfo the beft 
method of examining the expediency of Child's 
method of reducing intereft, under the prefent 
flate of all our political circiunftances. 



C H A P. VI. 

What would be the Confequence of reducing^ by a 
Britifh Statute J the legal Inter ejt of Money below 
the prefent level of the Stocks. 

* 

WHEN Great Britain borrows money upon the 
public faith, the rate of intereft is always 
ftipulated, and thefe ftipulations muft be religioufly 
fulfilled, or credit will be at an end. 

The regulations then propofed to be made, muft 
refer to contrafts of loan entered into by private 
parties only. 

The current value of money, I think, is beft to 
be determined by the price of ftocks. If a 4 per 
cent, fells at par, money may be faid to be then 
at 4 per cent. If the fame (lock fall to 89, then 
the value of money rifes to near 44^ : if the fame 
ftock rife to 114, then the value of money falls to 
about 34: ; and fo in proportion. 

According, therefore, as (lock is found to rife, 
the price of money falls, and vice verfa. 

Suppofe 
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Suppofe, then, the price of xnone to be at 4 chap. 
p0r ctnU and that government fhould pafs a law, 
forbidding any man to lend at above 3 per eenU 
what would be the confequence*? This is exadly the 
expedient propofed by Child : money then was at 
6 per cent, and he propofes, by a lawy to bring it, 
all at once, to 4 per cent, without alleging that 
money was then commonly got by private conven- 
tion at fo low a rate. 

Would not the confequence be, that the credi- 
tors of private people would demand their money, 
in order to get 4 per cent, in buying flock, and 
would not this additional demand for flocks make 
them rife I I anfwer in the affirmative, unlefs mo- 
ney could be employed abroad, fo as to produce at 
leafl 4 per cent, to the lenders, free of all charge of 
commif&on, &c. If it could not, I have little 
doubt, but that money would foon fall to the legal 
interefl of 3 per cent, land would rife tb 40 years 
purchafe ; and landed men would profit of the rife, 
as Child fays was the cafe in his time. The whole 
inconvenience would be limited to the immediate 
eSeds of the fudden revolution ; which would occa^ 
fion fo great a demand upon the landed interefl 
for the capitals due by them as to reduce them to an 
utter incapacity of anfwering it. This niight be, in 
fome meafure, prevented, by a claufe in the ad, 
allowing a certain time for the liquidation of their 
debts. But who will pretend to foretel the imme- 
diate confequences of fo great a flagnation of credit, 
and borrowing on land fecurity ? The purfes of 
all monied people, would, for fome time at leafl, be 
&ft ihut againft their demand. What a fhock again, 

would 
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o o K would this be to all inland trade, what a difcou* 
ragemcnt to all the manufaduring intereft, what 
diflrefs upon all creditors for accounts fumifhedy 
and upon thofe who fupply daily wants ! I think, 
that although in a year or two, the firft eflfefts 
might come to difappear, and a notable advantage 
refult, in the main, to the commercial intereft of 
Great Britain, yet the diftrefs in the interval might 
prove fo hurtful, as to render it quite intolerable. 
The common people who live by the luxury of the 
rich, in the city of London, and who are con- 
ftantly aftuated by the immediate feelings of pre- 
fent inconveniences, might lofe all patience j and 
being blown into a ferment, by the addrefs of the 
monicd intereft -(whofe condition would be made 
to fuffer by the fcheme) might throw the ftate into 
confufion, and even imprefs the nation with a be- 
lief, that high intereft for money, inftead of being 
Jiuriful, was eflential to their profperity. 

I have faid above, that if we fuppofe that the mo-» 
pey drawn from debtors, could *not be placed 
abroad, free of all dedu^ions, at a rate equal to 
the then value of money (fuppofed for the fake of 
-an example, to be at /^per cent. J ^ then money would 
fall to 3 per cent, and the ftocks wjould rife in pro- 
portiofn. 

But let us fuppofe (what perhaps is the matter of 
feft) that the extenfive operations of trade and cre- 
dit, do aftually fix an average for the price of 
ftocks, from the value of money in other nations in 
Europe. Would not then the confequencc of 
bringing down the rate of legal intereft, below 
this level, be, tQ fend out of the kingdom all the 
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money now circulating on private fecurity, real and chap, 
perfonal ? Would not this deftroy all private cre- 
dit at one blow ? Would it not have the eflfed of 
preventing, among individuals, the loan upon in-? 
tereft altogether ? What would become of the 
bank of England, and all other banks, whofe paper 
in circulation is all in the hands of private people ? 
Is not every mail who has a bank note, a creditor 
on the bank ? And would ndt the fame intereft 
which moved other creditors to exaft their debts, 
under fuch circumftances, alfo move many holders 
of bank notes to demand payment of them? 
Would not a run of this nature, for a few weeks 
only, throw the whole nation into the moft dread- 
ful diftrefs ? May we not even fuppofe, that upon 
fuch an occafion, the monied intereft ffrom a cer^ 
iainiy of dif appointing the intention of government in 
making the law) might form a concert among them- 
felves to lock up their money, even although it 
Ihould remain dead in their hands for a few months ? 
What would then become of the improvement of 
land ? Is there an induftrious farmer any where td 
be met with, who does not borrow money, which 
he can fo profitably turn io account upon his farm, 
even though he receive it at the higheft legal in- 
tereft? Thefe and many more inconveniences 
might manifeft themfelves, were government to 
force down the value of money, beyond the ordi- 
nary operations of demand and competition : and 
to what purpofe have recourfe to authority, when it 
is moft certain, that without any fuch expedien 
|h6 fame end may be compared ? 

If 
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If it be true, as I believe it is, that the funds, or 
public debts of a ftate where credit is well eflab- 
lifhed, are commonly negotiated abroad ; there 
muft, from fuch negotiations refult an average for 
the value of money, by the operations of credit over 
the commercial world : and if it be true, that no 
law can be framed fo as to reftrain mercantile peo- 
ple, and thofe who trade in money, from turning it 
to the beft account ; then all that ftiould be propofed 
by government, is, to preferve the value of it at 
home, within this flandard. For which purpofe, 
Bothing more is neceflary than to prevent the com- 
petition of the diiCpating clafs of inhabitants, from 
difturbing the i*ate which commerce may eftablifli 
from time to time. This is accomplifhed by the 
methods above hinted at, and which in the next 
chapter (hall be more largely infilled on. If, by 
prudent management, the conventional rate of in- 
tereft, can thus be brought below the legale then 
there may be no harm in diminifhing the latter by 
ftatute, not however quite fo low as the conven- 
tional ftands^d ; but fo as to leave a reafonable lati- 
tude for gentle fluduations above it. From what I 
have faid, I ftill think I had reafon to objed to 
Child's plan for forcing down the intereft of mo-» 
ney by ftatute : and had he lived to the prefent 
time, I am perfuaded he would have come into thi^ 
opioion, 
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Methods of bringing down the Rate of Interejlj in 
Confequence of the Principles of Demand and 

Competition. 

« 

I HOPE the arguments ufed in the foregbing chap. 
chapter will hot be conftrued as an apology for ^"' 
the, high mtereft of money. 

I entirely agree with Sir Jofiah Child, that low 
intereft is the foul of trade ; the moil a^ve prin- 
ciple for promoting induftry, and the improve- 
ment of land ; and a requifite, without which it is 
hardly poflible that foreign commerce can long be 
fupported. 

This propofition I take to be at this time univer- 
fally admitted to be true ; and did there remain, 
concerning it, the lead doubt in the mind of any 
one, the writings of many, much better qualified 
than I can pretend to be, and among the reft thofe 
of the author juft now cited, are fuificiently capable 
to remove it. I fliall not therefore trouble ray 
reader with a chapter upon this head, but only ob- 
ferve, that the terms high and low are conflantly 
relative. Here the relation muft be underftood to 
regard other dates, becaufe when we fpeak of a 
rate of intereft, we are fuppofed to mean fomething 
general in the country we are fpeaking of : accord- 
ingly, if we could fuppofe that, within the fame 
{late, the rate of intereft fhould be lower in one 
city than any where elfe, this circumftance would 

ve 
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give an advantage to fuch a city in all its mercan** 
tile operations. 

I muft fmher obfervc, for the fake of connefting 
this part of our fubjefl: with our genelral plan, that 
the low intereft for money is mod effential to fuch 
ftates as carry on the moft extenfive foreign com* 
merce. 

In the infancy of induftry, and before trade come$ 
to be eftablifhed, it is very naturaKthat the coin of 
the country fliould be found in a great meafurc 
lockqd up in treafures : high intereft tends to bring 
it forth, and in this refpeft works a good effeft. 

In proportion as alienation augments, money may 
be multiplied, by the melting down of folid pro* 
perty, as has been explained ; and then the bufi- 
nets of a flatefman will be to contrive expedients 
for bringing the rate of it as low as poffible, in 
order to fupport foreign trade, and to rival all 
neighbouring nations, where intereft is higher. 
When foreign trade again* comes to decline, from 
the niuliiplication of abufes introduced by luxury, 
low intereft ftill continues to be ufefiil, for fupport- 
ing public credit, fo neceffary for defending a na- 
tion againft her enemies. 

If money confifted merely in the precious metals, 
which are not to be found in every country, but 
muft be purchafed with the produce of induftry, 
and brought from far ; and if no other expedient 
could be fallen upon to fupply their place for the 
ufes of circulciiion ; then the pofTeflbrs of thefc me- 
tals would m a manner be raafters to eftablifh for 
the uie of them what rate of- intereft they thought 
fit, • 

But 
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But If this be not the cafe, and if money can be 
made of paper, to the value of all th^ folid property 
of a nation, (as far as occafion is fotnd for it, by 
the owners of that property,) the ufe of the metals 
will be in a manner reduced to that of ferving as a 
ftandard, for afcertaining the value of the denonii* 
nations of money of accompt ; perhaps for facilita- 
ting the circulation of (mall fums, and for pstying a 
balance of trade to other nations. 

When this comes to be the cafe, a ftatefman has 
it in his power to increafe or diminifh the extent of 
credit and paper money in circulation, by va- 
rious expedients, which greatly influence the rate 
of intereft. 

The progrefs of credit has been vef y rapid fince 
the beginning of this century. This has been al- 
mofl entirely owing to the mechanical contriv- 
ances of trading men. Lawgivers have hitherto 
had but imperfed notions concerning the nature of 
it ; and there flill remains^ in the womb of nature, 
fome mighty genius, bom to govern a commercial 
nation, who alone will be able to fet it on its true 
principles. Let us in the mean time fpeculate con- 
cerning them. 

We have faid, and every one feels, that intereft 
falls in proportion to the redundancy of money to 
be lent« 

Now what is this money but property, of one 
kind or (jther, thrown into circulation? I fpeak 
of trading nations, who are not confined to the 
quantity of their fpecie alone. 

When a man of property wants money, may he 
not go to a bank^ which lends upon mortgage, and 

bv 
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by pledging his fecurity, receive money, which is 
in the fame inftant created for his ufe ? Do not 
thofe notes circulate as long as they ate found ne- 
ceflary for carrying on the aflfairs of the nation ? 
that is to fay, the accompts of debtors and creditors 
of all denominations ; and a^ foon as the quantity 
of them exceeds this proportion, they ftagnate, 
and return on the debtors in them, (the bank,) 
who is enabled to realize them, becaufe the origi- 
nal fecurity is (till in their hands, which was at 
firft , pledged when the notes were iffued. This 
Realization is commonly made in the metals ; be- 
caufe they are the money of the world : they are 
real and true riches, as much as land ; and they 
have this advantage aver land, that they are tranf- 
portable everywhere. 

Now, does it not appear evident, that what we 
have been defcribing is a round-about operation, 
which it is poflible to fhorten ? 

I beg of my reader, to attend to one thing; 
namely, that I am not here treating of, or propo- 
fing a plan, but labouring- to deduce principles in an 
intricate fubjeft. 

I fay, when landed men go to fuch a bank, and 
receive paper for a land fecurity, that this operation 
may be fliortened. 

Do not the notes he gets ftand (though thi^ be 
not exprefled) upon the fecurity of his land ? Now, 
can any man affign any other reafon but cuftom, 
why his own notes, carrying exprefsly in their bo- 
fom the fame fecurity, might not be iffued, with- 
out his being obliged to interpofe the bank between 
the public and himfelf : And for what does he pay 

this 
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this intcrcft ? Not becaufe he has gratuitoufly rea c h a p. 
cdved any value from the bank, fince in his obli* 
gation he has given a full equivalent for the notes ; 
but the obligation he has given carries intereft, and 
the notes carry none. Why? Becaufe the one 
circulates like money, the other does not. For this 
advafitage, therefore, ' of circulation, not for any 
additional value, does the landed man pay iiitereft to 
the bank. 

Had landed men, and not merchants, invented 
this method of turning their property into circular 
tion, and had they been all affembled in one body^^' 
with a legiflative authority, I imagine they would 
have had wit enough to find out that a land bank 
was a thing practicable in its nature. 

Suppofe they (hould agree that all their lands 
ihould be let by the acre, and that land property 
fhould be efteemed at a qertaih nuipber of years pur- 
chafe, in proportion to the rate of intereft at the 
time, where would be the great difEculcy in paying 
inbnds? ' ' 

This is merely a hint, to which a thoufand ob* 

je£tions may be made, as matters ftand : all I fay, is, 

that there is nothing here againft principles ; and 

though inconveniences might refult to the landed 

intereft, in every way fuch a plan could be laid 

down ; yet ftill thefe inconveniences would hardly 

counterbalSiTXce that of landed men's being obliged 

. to pay intereft for every penny they borrow. 

• It is demanded, what advantage would refult to 

(the nation from fuch a regulatiqn ? 

-/ I anfwer, that by xt all the borrowings of landed 

men would be«ftruck^ut of the cgmpetidori at the 
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mdney-market. The monled interefl alone would 
borrow among themfelvcs for the purpofes of trade, 
(for monied men do not borrow to fquander,) and 
landed men would confequently - pay with their 
own paper, in every cafe, where now they borrow 
in order. to pay. Thus intereft would be regulated 
by the demands of trade,, and the rate of it would 
not be difturbed by the competition of fpend- 
thrifts. 

Who can fay how far the confequences of fuch a 
fcheme might reach ? Might not landed men be- 
gin in time to iflue notes by way of loan, at a, very 
incbnfiderable intereft ? But I am not difpofed to 
carry my fpeculations farther : perhaps what hat 
been faid may appear fufficienrly aerial. 

If a ftatefman (hall find every modification of this 
idea impracticable ; either from his own want of 
power, or of (kill, or, which is more probable, 
from the oppofition of the monied intereft ; he 
muft take other meafures for ftriking out, as. much 
as poflible, the competition of fpendthrifts in the 
money-market. Entails, and lame fecurities, are 
good expedients ; though they are productive of 
many inconveniences. His own frugal ceconomy 
in ftate affairs will go much farther than any fuch 
trifling expedients. 

Did a nation enjoying peace, although indebted 
perhaps 140 millions fterling, begin l)y paying off 
but 2 per cent, of their capital yearly," befides the 
current intereft ; while no neighbouring ftate was 
borrowing any ; what would intereft fall ;to in a^ 
Ihort time ! It may be anfwered, that the corife- 
quence would be, to enrich other nations j becaufe 
• . . f . .the 
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the money regorging at home, would be fent ^yj^^* 
abroad. Tp which I reply, by afking how any 
ftate can be enriched by their borrowing ? And in 
what does fuch lending to foreigners differ from the 
nation's paying oflF their foreign creditors ? Will 
not the return of intereft from abroad compen- 
iate, pro ianiOy the fums fent out for the like pur- 
pofe? 

But if it be faid, that the confequence will be to 
enable other nations to bring down their own rate 
of intereft ; I allow it to be fo ; and fo much the 
better, as long as it remains proportionally lower 
with us ; which it mud do, as long as we can lend 
abroad.. We have faid, and I believe with truth, 
that as credit is now extended, a general averagers 
ftruck every where upon the value of money well fe- 
cured, confequently , the lower that intereft is reduced 
abroad, the lower ftill will it remain/ at home, as 
long as merchants and exchangers do fubfift. 

From this circumftance of the average on the 
rate of intereft, the- Dutch muft, I think, have 
loft the great advantage they formerly enjoyed, 
from the low rate of it in Holland, relatively to 
other nations. 

In Child's time, the Dutch were familiarly buy- 
ing up fugars in London, above the price paid by 
Englifti fugar-bakers ; and, notwithftanding the 
additional freight and charges, they grew rich by 
their trade, while the others were hardly making 
any profit. This he accounts for from the low rate 
of their intereft. He fuppofes both Dutch and 
Englifli to, have carried on this trade with borrowed 

N 2 money ; 
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BOOK money ; for which the firfl paid 3 per cent, and the 
other 6 per cent. 

But at prefent, weft it poffible to get 6 per cent. 
for money in London, what Dutchman would lend 
his father a (hilling at 3 per cent. ? The Englifti 
flocks are as currently bought and fold, nay, all 
the (lockjobbing tricks are pra£lifed with the fame 
fubtlety at Amfterdam as in Change- Alley : from 
which I conclude, that a great part of the advan- 
tage of low intereft is now loft to that nation ; and 
I conclude farther, that it is the common intereft of 
all trading nations to bring intereft as low as poffible 
every where. 

Another caufe of high intereft proceeds from cer* 
tain clogs laid upon circulation, which flow merely 
from cuftom and prejudice. . Of this nature is the 
obligation laid upon debtors to pay in the metals, 
nothing but coin being a legal tender. 

The only reafon for fuch a regulation was the 
precarioufnefs of credit in former times. Were all 
the circulating paper in a nation fecured by law, 
cither upon the lands or revenue of the country ap 
propriated for that purpofe, there could be no in- 
juftice or inconvenience in making j^aper (fo fe- 
cured^ a legal tender in all payments. Again, how 
extraordinary muft it appear to any reafonable hian, 
that the fame paper which pafles on one fide of a 
river, running through the fame country, ihould 
not pafs on its oppofite bank ? * 

The reafon of this is indeed very plain : the fub- 
altem jurifdiftions oh each fide are different ; and 
the debtors in the paper are different : but if the 

paper 
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paper of both flood upon i fecurity equally good, chap. 
what is to hinder both to be received as a legal 
tender in all payments over the kingdom ? Should 
not little private objeds of profit among bankers 
(who are the fervants of the (late, and who are fo 
well paid for their fervice) be over-ruled, when the 
confequences of their difputes are found to be fo 
hurtful? But of this more, when we come to 
fpeak bf banks. 

The only occafion where a large quantity of coin 
is neceffary in the liquidaticoi of paper, is for pay- 
ment of the balance of trade with foreign nations. 
Of this alfo we (hall treat more at large, when we 
come to the doftrine of exchange. But furely no- 
thing can be fo ill judged, as to create an imagin- 
ary balance within the fame Hate ; or rather, to 
permit money-jobbers to create it ; at the expence 
of railing intereft, and . hurting trade, in the very 
places where it ftands mod in need of encourage* 

snent. 

From thefe principles, and others which naturally 

flow from them, may a ftatefman fteer a very cer- 
tain courfe, towards bringing the rate of intereft as 
low as the profperity of trade requires, or the prin? 
ciples of double competition between borrowers anc} 
Renders will permit. 



-N3 



i82 AN INQUIRY INTO THE PRINCIPLES 



CHAP. vni. 

Is the Rate of Interejfi the certain meafure of the State 

of Commerce ? 

BOOK OoME political writers are fond of every expe- 

dient to reduce within a narrow compafs many 
queftions, which being involved in intricate combi- 
nations, cannot be reduced to one principle. This 
throws them into what I call fyftems ; of which wc 
have an example in the queftion now before us. 

There is nothing more difficult than to determine 
how far commerce runs favourably, and how far 
unfavourably for a nation. This would not be the 
cafe, were the rate of intereft the certain meafure 
of i^ I have found it however advanced, that nor 
thin^ more is neceffary to be known, in order to 
cflimate the relative profits upon the foreign trade of 
two nations, than to compare the common rate of in- 
tereft in both, and to decide the preference in fa* 
vour of that nation where it is found to be lowed. 

We may fay concerninej this propofition, as cxm.n 

, cerning the courfe of exchange ; that the lownefs of 

entered and of the price of exchange are both «c- 

ceedingly favourable to trade ; but they are no 

adequate meafure of the profits arifing from it. 

The bed argument in favour of this opinion with 

regard to intereft is, that the nation which fells the 

cheapeft at foreign markets is conftantly preferred ; 

and, confequently, where the ufe of money is the 

loweft, the merchant can fell the cheapeft. 

5 I anfwer. 
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' I airfwer, that this confequenqe would be juft, ^^^,^^- 
were all trade carried on with borrowed money, 
were the difference of the price of the mateHals or 
firft matter, the eafe of procuring them, the promp* 
dtude of payments, the induftry of the manu- 

^fafturer, and his dexterity, all reckoned for no- 
thing. JBut fuch advantages are frequently found 
in thefe articles, as to be more than fufficient to 
counterbalance the additional intereft which may 
be paid for the money employed in trade. This is 
fo true, that we fee the dexterity alone of the 

. workman (liying in an expenfive capital, where the 
charge of living may be double of what it is in the 
country) enabling him to underfell his competitors 
everywhere : the famje may be true with regard to 
the other lif tides. Farther,- how abfurd is it to 
fay, that all trade is carried on with borrowed mo- 
ney ? A very inconfiderable part of trade is carried 
on with borrowed money, in any country in Eu* 
rope ; and that part, which is carried on with bor- 
rowed money, is not fo much clogged by the high 
rate of intereft, as by want of punduality in pay- 
ments. A merchant who can turn his money in 
three months, borrows as cheaply at 6 per cent, as 
smother who turns his in fix months, when he bor- 
rows at 2^ per cent. 

The objedk of trade is produce and manufafture. 
Thefe are prepared for the market by farmers and 
tradefmen. Let us compare the value of them, 
when fold at market to the merchant, with the in- 
tereft of the money borrowed by the fcirmer$ and 
tradefmen, in order to carry on their induftry, and 
we (hall find that the intereft paid by them, bears 

N 4 hardly 
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BOOK hardly any proportion at all, to the value of what 
they produce. Example. A (heep borrows no money 
in order to produce wool ; fpinners and weavers bor- 
row no money in order to enable them to fpin and 
to wejive. Thus the whole manufafture comes to 
market without any charge for intereft. 

Do we not fee every day, that ingenious work- 
men, who obtain credit for very fmall fums, arc 
foon enabled, by the means of their own induftry, 
to produce a furprifing value in manufadures, and 
not only to fubfift, but to increafe in riches ? The 
intereft they pay for the n>oney borrowed is incour 
fiderable, when compared with the value, created 
(as it were) by the proper employment of their time 
and talents, / 

If it befaid, that this is a vague aflertion, fupported 
by no proof; I anfwer, that the value of a man's 
work may be eftimated by the proportion between 
the manufacture when brought to market, and the 
firft matter. Nothing but the firft:, matter, and the 
.inftruments of manufadture, can be confidered as 
the objefts of borrowed money ; udlefs we go fo 
far as to eftimate the nouriihment, and every ex- 
pence of the manufadurer, and« fuppofe that thefe 
5ire alfo fupplied from borrowed money. To 
affirm this, would be turning arguments into 
cavily 

The objeft, therefore, of borrowed money for 
carrying pn trjide, is more relative to the merchant 
than to the manufadurer. Borrowing is neceffary 
for colkajng all this produft and manufafture into 
the hands of merchants. This, no doubt, is very 
commonly the operation of credit ; intereft o( mo-r 
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iicy, here, comes in, to indemnify the giver of chap. 
credit, for the ufe of his money : but this interefl is «^^ 
due from the time only, when the borrower pays 
thofe from whom he coUefts, to the time he re- 
ceives payment from thofe to whom he fells. This 
interval it is of the higheft importance to the mer- 
chant to fhorten. In proportion as it is long, and 
in proportion to the rate of intereft, he mu(l raife 
his profits ; and in proportion as payments are 
quick ^nd regular, and interefl low, he may dimi- 
nifh them. Whether merchants do regulate their 
profits, in all commercial nations, according to the 
exad proportion of the refpeftive rates of interefl, 
and promptitude of payments among them ; or 
whether thefe are determined by the circumflances 
of demand and competition in the feveral foreign 
.markets where the trade is carried on, I leave to 
merchants to determine. All I fhall remark is; that 
a well founded credit, and prompt payments, will 
do more fervice to trade, than any advantage trad- 
ing men can reap from the diflferent rate of interefl 
in diflferent countries. 

It mufl not be concluded from this, that fow in- 
terefl is not a yery great advantage to trade ; all I 
contend for, is, that it is not the meafure of it. 

Another circumflance which puts nations, in our 
days, much more on a level than they were in 
former times, I have already hinted at. It is that 
general average which the great loads of national 
debts, and the extenfion of credit, through the fe- 
veral nations of Europe, who pay annually large 
fums of interefl to their creditors, has eflablifhed. 
}^et me fuppofe the Dutch, for example, to have 

ftxcd, 
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fixed, by placard, the rate of their intereft at 3 per 
cent. I fay, that as foon as the general average of 
intereft comes to ftand above this rate, from the 
price of public funds in England and France, we 
may fafely conclude^ that their trade can no longer 
be carried on with any very confiderable fum of 
money borrowed at 3 per cent. The confequence 
then muft be, to fend the money which regorges in 
the hands of the frugal Dutch, into other countries, 
where it can produce a better return, exclufive of 
all expences of remitting and drawing. What the 
•confequences of this lending to foreigners may 
be to Holland, (hall be afterwards examined. 

To conclude ; I reckon it will be found, that 
wjiat has led fome to believe that low intereft is the 
meafure of commerce, has been owing to this ; that 
in fome of the moft commercial countries and ci- 
ties intereft has bSen found to be lower than in great 
kingdoms : but this^ I imagine, is entirely owing to 
the . frugality of their manners, which cuts pfF the 
l>or4 J wing, of the rich for the fake of diflipation. 
When this is accompliftied, tradq alone will abforb 
the ftagn^tions of the frugal, and the price of in- 
tereft will fall to that rate which is the beft propor- 
tioned to the profits upon commerce ; but this alfo 
will be Icfs and lefs the cafe every day, in propor- 
tion to the credit and circulation of public funds in 
different nations. 
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C H A P. IX. 

Does not Interejlfall in Pi:op6rtion as Wealth 

increafes! 

T ANSWJER in the affirmative: provided, it be 
fuppofed that diffipation do not increafe in pro- 
portion to the wealth. Now in a general propor- 
tion, fuch as this which ftands at the head of our 
chapter, this very neceflary provifo is apt to be 
overlooked, and thus people are led to error. The 
manners of a people, not their external circum- 
fiances as to riches, are ihat which , renders them 
frugal or extravagant. What, therefore^ depends 
upon the fpirit of a people, cannot be changed, but 
in confequence of a change of that fpirit. 

If the rate of intcrefl be Mgh, from atafteof^if- 
fipation, let foreign trade throw in what lo>«^ of 
money it may, intereft will ftill ftand high, until 
manners do change. Every clafs of a people has 
their peculiar fpirit. The frugal merchant will ac- 
c^mulat^ wealth, and the prodigal lord will borrow 
it. In this fiiuation, internal circulation will be 
rapid, and lands will fhifc hands. If this revolu- 
tion fhould prove a corrediVe to diffipation, by 
veiling property in thofe who have contracted a 
firm habit of frugality, then an augmentation of 
wealth may fink the rate of intereft. But if, on 
the contrary, the laws and manners' of the country 
do diftinguifh claffes by their manner of living, and 
mode of expence,- it i5 ten to one but the induf- 

trious 
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BOOK trious and frugal merchant will put on the prodigal 
gentleman, ^ the moment he gets into a fine country 
leat, and hears himfelf called Your Honour. In cer- 
tain countries, the memory of pad induftry carries 
a dr^ along with it, which nothing but expenfive 
living has power to purge away. 

Let this fuffice at prefent upon the fubjed of in- 
tcrcft : it is To conneaed with the doiarine of credit, 
thai it will recur again at almofl; every ftep a3 we 
go along 



INP OF THii FIRST FAHT* 



AN 



INQUIRY 

INTO THE 

PRINCIPfclS OF POLITICAL (ECONOMT. 



BOOK IV. 

OF CREDIT AND DEBTS, 

P A R T IL 

OF BANKS. 



C H A P. L 

Of the various Kinds of Credit. 

TI7E have already pointed out the nature of cre- 
dit, i^hich is confidence ; and we have de- 
duced the principles which influence the rate of in- 
tereft, the eflentiai requifite for its fupport. 

We come now to treat of domeftic circulation ; 
where we are to deduce the principles of banking. 
This is the great engine calculated for carrying it on. 

That I may, with order, invefBgate the many 
combinations we (hall here meet with, I muft point 
out wherein banks diflfer from one another in point 
of policy, as well as in the principle upon which 
their credit is built. 

If they be confidered relatively to their policy, 
they may be divided into banks of circulation, and 
banks of depolit. 

If 
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If they be confidcred relatively to the principles 
upon which their credit is built, they may be di- 
vided into banks upon private cr^edit^ banks upon 
mercantile credit^ and banks upon public credit. 

It is to this laft divifion only I muft attend, in the 
diftribution of what is' to follow; and therefore it 
is proper to fet out by explaining wnat I underftand 
by the terms I have here introduced. 

Firft, private credit. This is eftabliftied upon f 
fecurity, real or perfonal, of value fufficient to make 
good the obligation of repayment both of- capital 
and intereft. This is the mod fblid of alL 

Secondly, mercantile credit. This is eftabliflied 
upon the confidence the lender has, that the bor- 
rower, from his integrity and knowledge in, trade, 
may be able to replace the capital advanced, and the 
intereft due during the advance, in terms of the 
agreement. This is the moft precarious of all. 

Thirdly, public credit. This is eftablifhed upon 
the confidence repofed in a ftate, or body politic, 
who borrow money upon condition that the capital 
fhall not be demandable ; but that a certain propor- 
tional part of the fum (hall be annually paid, either 
in lieu of intereft, or in extindtion of part of the ca- 
pital; for the fecurity of which, a permanent annual 
fund is appropriated, with a liberty, however, (a 
the ftate to free itfelf at pleafure, upon repaying the 
vhole ; when nothing to the contrary is ftipulated.- 
The folidity of this fpecies of credit depends upon 
drcumftances. 

The difference between the three kinds of credit 
lies more in the objeft of the confidence, and the 
nature of the fecurity, than in the condition of the 
borrower. Either a private man, a merchant, or a 

ftate. 
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ftate, may pledge, for the fecurity of a loan, a real c h a p. 
or a moveable fecurity, with an obligation to refund 
the capital. In this cafe, the obligation {lands upon 
the folid Dafis ef private credit, 
• Either a private man, a merchant, or a ftate, may 
ftrike out proje^ which carry a favourable appear- 
ance of fuccefs, and thereupon borrow confiderable 
fums of money, repayable with intereft. In this 
cafe, the obligation (lands upon a mercantile credit. 
Either a private man,"a merchant, or a ftate, may- 
pledge (for the fecurity of money borrowed) a per- 
petual annual income, the fund of which is not their 
property, without any obligation to refund the ca- 
pital : fuch obligatioi^ ftand upon the principles of 
public credit. 

I allow , there is a great refemblance between the 
ihrte fpecies of credit here enumerated : there are 
however fome characleriftic differences between 
them. 

Firft, in the difficulty of eftablifhing and fupport- 
ing them. 

Private credit is infeparable, in fome degree, from 
human fociety. We find it fubfifting in all ages : 
the fecurity is palpable, and the principles, on which 
it is built are fimple and eafy to be comprehended. 
Public credit is but a late invention : it is the infant 
of commerce, and of extenfivc circulation. It has 
fupplied the place of the treafures of old, whicl^ 
were conftant and ready refources to ftatefmen in 
cafes of public diftrefs : the fecurity is not palpable, 
no/ readily underftood, by the multitude ; becaufe 
it refts upon the ftability of certain fundamental 
ty^?^i"^g of governments Mercantile credit is ftill 

more 
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more difficult to be eftabliflied ; becaufe the fecurity 
is the moft precarious of any ; it depends upon opri- 
nion and fpeculation, more than upon a determinate 
fiind provided for repayment of either capital or in- 
tcreft. 

Secondly, they differ in the nature of the fecurity 
and obje£t of confidence. 

Private credit has a determinate objedk of confi- 
dence, viz. the real exiftence of a value in the hands 
of the debtor, fufficient to acquit both capital and 
intereft. Public credit has the vifible fecurity of a 
fund appropriated for the perpetual payment of the 
intereft. Mercantile credit depends wholly upon the 
integrity, capacity, and good^^fortune of the debtor. 

The third difference is with regard to the eafe of 
transfer. ' 

All public debts ftand generally on the fame bot- 
torn. . No part of the fame fund is better than ano- 
ther: the price of them is publicly known, and 
the fecurities are laid in the moft convenient way 
for transfer, that is, for circulation, without con- 
fent of the debtor. This is far from being the cafe 
in private fecurities. Nor is it the cafe in the mer- 
cantile, except in bills payable to order or to bearer; 
in which cafes alone, the creditor can effedually 
transfer without the confent of the debtor. 

The fourth difference is difcovered in the ftability 
of the confidence. 

Nothing can fhake private credit, but an appear- 
ance of iiifolvency in the very debtor. But the 
bankruptcy of one confiderable merchant, may give 
a (hock to mercantile credit all over Europe : and 
nothing will hurt public credit, as long as the ftir 

pulated 



CHAP. IL 
Of private Crtdit, 

TymvATE credit k either real, perfonal^ -or 
-^ mixed. 

Real fecurity, every body underftands. It is the 
objed of law, not of politics, to give an enumera^ 
tion of its different branches. By this term, we 
imderfland no more than the pledging an immove-* 
able fubjed for the payment of a debt. As by & 
perfonal fecurity we underftand the engagement of 
the debtor's whole effeds for the reliqf of his credl* 
tor. The mixed, I have found it neceflaiy to fupef- 
add, in order to explain with more facility, the fe* 
fcurity of one fpecies of banks. The notes iflued by 
banks upon private credit, fland upon a mixed {^ 
curity : that is, both real and perfonal. Perfonal, 
as far as they affed the banker, and the banking 
flock pledged for the; fecurity of the paper : and 
"real, as' far as they affed the real fecurities granted 
to the banker for the notes he lends, which after- 
wards enter into circulation. 

VoL.jn. O Tht 
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|>u1ated intereft continue* regularly to be paid, and 
as long as the funds appropriated for this payment 
remain entire. 

From what has beien faid, 1 hope the three fpecieJ 
of credit have been fufficiently explained j and, from 
what is to follow, we (hall feel the utility of this 
diftribution. 
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The tnling principle in private credit, and the 
bafis on which it reds, is the facility of converting, 
into money, the eflfefts of the debtor ; becaufe the 
capital and intereft are conftantly fuppofed to be 
demandable. The proper way, therefore, to fup- 
port this fort of credit to the utmo(l,:is to contrive 
a ready method of appretiating every fubjeft afie£t^ 
able by debts ; and fecondly, of melting it down 
into fymbolical or paper money. 

In former times, when circulation was inconfider- 
able, the fi:heme of melting down the property of 
debtors, for the payment of creditors, was imprac- 
ticable ; and accordingly we fee that capitals fecured 
on land property were not demandable. This form- 
ed another fpedes of credit, different from any we 
have mentio^ed ; which differed from public cre- 
dit in this only, that the folid property produ- 
cing the income, was really in the hands of the 
debtor j whereas the fund which produces the pub- 
lic revenue is not in the hands of the (late. This 
fubdivifion we have omitted, as its bafis, in both 
cafes, refts folely upon the regular payment of the 
intereft. Of this nature are the contrafts of confti- 
tution in France, and the old infeftments of annual 
rent in Scotland. There are few nations, I believe, 
in Europe, where fome traces, at leaft, of this kind 
of fecurity do not remain. 

In order, then, to carry private credit to its 
greateft extent, all entaills upon lands (hould be 
diflblvedj all obligations fliould be regularly re- 
corded in public regifters ; the value of all lands 
(hould be afcertained, the moment any fecurity is 

granted 
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Of Banks. 

TN deducing the principres of bank3, I fhall do 
^ the beft I can to go through the fubjeS fyftema* 
tically. 

I have divided credit into three branches, private, 
mercantile, and public. This diftribution will be 
of ufe on many occafions, and (hall be followed as. 
far as it will go, confiftently with perfpiCuity : but, 
as has been often obferved, fubje3:s of a complex 
nature cannot be brought under the influence of a 
few general principles, without running into the 
modem vice of forming fyftems, by wire^irawing 
many relations in order to make them aiifwen 

The great operations of domeftic circulation may 
be better difcovered by an examination into the 
principles upon which we find banking eftabliflied, 

O 3 tljan 
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giranted upon them ; and the flatefman fhould in^- 
terpofe between parties, to accelerate the liquidation 
of all debts, in the ihorteft time, and at the leaft 
expence poilible. 

Although this pethod of proceeding be the moft 
effedual to fecure, and to extend private credit, yet 
it is not, at all times, expedient to have recourfe to 
it : this has been abundantly explained in the 27th 
chapter of the fecond book ; and therefore I fhall 
not here interrupt my fubjed with a needlefs repeti- 
tion. 
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than by any other method I can contrive. It has 
been by inquiring into the nature of thofe banka 
which are the mod remarkable in Europe, that I 
have gathered the little knowledge I hare of tbc 
theory of dofneftic circulation. This induces me 
to think that the beft way to conununicate my 
thoughts on this fubjed, is to lay down the re&dt 
of my inquiries relatively to the iFCory objeft of 
them. 

After coAiparing the operations of different banks 
in promoting circulation, I find I can divide them, 
as to their policy, into two general clafles, viz. 
thofe which iffue notes payable in coin to bearer ; 
and thofe which only transfer the credit .written 
down in their books from one perfon to another. 

Thoie which ifTue notes, I call banks of circula- 
tion ; thofe which transfer their credit, I call banks 
of depofit. 

Both indeed may be called banks of circulation, 
becaufe by their gleans circulation is facilitated; 
but, as different terms ferve to diflinguiih ideas dif- 
ferent in themfelves, thefe I here employ will an- 
fwer the purpofig as well as any others, wh^n once 
they are defined ; and circulation undoubtedly 
reaps far greater advantages from banks which ifiiie 
notes ti-ansferable every where, than from banks 
which only transfer their credit on the very fpot 
where the books are kept. / 

I (hall, according to this diflribudon, firfl ejtplain 
the principles upon which the banks of circulation 
. ^ conftituted and condui^ed, before I treat of the 
#thers« 

This 
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This will lead mc to avail rayfelf of the divliion I char 
have made of credit, into private, mercantile, and 
public : bjBcauTe, according to the purpofes for 
which a bank is edabliflied, the ground of confi# 
dence, that ts, the credit of the baok^ comes co 
reft upon one or other of them. 

In countries >vhere trade and induftry are in their 
2]\fancy, credit can be but little known; confer 
quently, they who hare folid property, muft find 
great difficulty in turning it into money ; without 
Bioney, again, indaflry cannot be carried on, as wt 
have abundantly explained in the 26th chapter of 
the (econd book ; confequently without credit the 
whole plan of national improvement will be difap-^ 
poim^d. 

Under fuch circumftancea, it is proper to efta^ 
blifli a bank upon the principles of private credit. 
This bank mi^ iifue notes upon land and other le* 
cnrities, and the profits of it mud arifi^ from die 
permanent intereft drawn for the money lent. 

Of this nature dip the banks of Spdtland* To 
them the improvement of this country is entirely 
owing ; and until they are generally eftablifhed ia 
other countries of Europe, where trade and induf- 
try are litde known, it will be very difSqult to (tt 
thcie great engines to work. 

Although I have reprdented this fpecies of basdu^ 
whioh I fiiall call banks of arculaiim ufm mortgage^ 
SIS peculiarly well adapted to countiie; where indui^ 
try and trade are in thpx infancy^ tKeir ufefuhieft 
to all nations, who have upon an average a favour- 
able balance upon their trade, will fufifimdy vppem 

O 3 upon 
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* 

upon an examination of the principles upon which 
they are eftablifhed. 

It is for this reafon that I have applied myfelf 
to reduce to principles the many opei-ations of 
the Scotch banks, during the time they were in 
the greateft diftrefs imaginable, from the heavy ba- 
lance the country owed during the laft years of the 
late war, and for fome time after the peace in 176;;. 
By this 1 flatter myfelf to do a particular fervice to 
Scotland, as well as to fuggell hints which may 
prove ufeful, not to England only, but to all com- 
mercial countries, who, by imitating this eda- 
bliihment, will reap advantages of which they are 
at prefent deprived. 

For thefe reafons, I hope the detail I (hall enter 
into with regard to Scotland, will not appear tedi- 
ous, both from the variety of curious combinations 
it will contain, as alfo from the lights it will caft 
upon the whole doftrine of circulation, which is 
the prefent objeft of our attention. 

In countries where trade is eftabliihed, induftry 
flourifliing, credit extenfive, circulation copious 
and rapid, as is the cafe with England, banks upon 
mortgage, however ufeful they may prove for other 
purpofes, would not anfwer the demands of the 
trade of London, and the fervice of government, 
fo well as the bank of England. 

The ruling principle of this bank, and the ground 
of their confidence, is mercantile credit. The bank 
of England does not lend upon mortgage, nor per- 
fonal fecurity : their profits arife from difcounting 
bills i loans to government, upon the faith of taxes, 

to 



OF POLITICAL OSCONOMY. i99 

to be paid within the year; and upon the credit ^^^^^' 
ca(h of thofe who deal with them. 

A bank fuch as that of England, cannot there- 
fore be eO:abli(hed, except in a great wealthy mer* 
cantile city, where the accumulation of the fmalleft 
profits amoimt, at the end of the year, to very con« 
fiderable fums. 

In France, under the regency of the Duke of 
Orleans, there was a bank ereded upon the princi- 
ples of pubJic credit. The ground of confidence 
there, and the only fecurity for all the paper they 
ifTued, were the funds appropriated for the pay- 
ment of the intereft of the public debts. 

It is for the fake of order and method, that I pro- 
pofe to explain the principles of banking, according 
to this diftribution. I mud however confefs, that 
although I reprefent each of the three kinds of banks 
as having a caufe of confidence peculiar to itfelf, 
to wit, either private, mercantile, or public credit ; 
yet we fhall find a mixture of all the three fpecies 
of credit entering into the combination of every one 
of them. 

Banking, in the age we live, is that branch oiF 
credit which bed deferves the attention of a ftateC- 
man. Upon the right eflablilhment of banks, de- 
pends the profperity of tra^e, and the equable courfe 
of circulation. By them • /olid property may be 

melted 

* Solid property, here, it not taken in the fbjdeft accepta^ 
tion. In countries of commerce, where banks are generally 
eftabliflied, every denomination of good perfonal fecurity may 
be conlidered as folid property. Thofe who have perfonal 
eftatesy may obtain credit from banks as well as landed men ; 

O4 be^aufe 
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melted down. By the means of banks, money may 
be conftantly kept at a due proportion to alienatioD. 
If alienatioh increafe, more property may be melted 
down. If it dimini(h, the quantity of money (Ug« 
nating, will be abforbed by the bank, and part of 
the property formerly melted down in the fecuntiea 
granted to them, will be, as it were, confoUdated 
anew. Banks muft pay, as agents for the country, 
the balance of their trade with foreign nations.-^ 
Banks keep the mints at work ; and it is by their 
means, principally, that private, mercantile, and 
public credit are fupported. I can point out the 
utility of banks in no way fo ftriking, as to recal to 
mind the furprizing effefts of Mr. Law's bank, 
eftabliflied in France, at a time when there was nei- 
ther money or credit in the kingdom. The fuperior 
genius of this man produced, in two years time, 
the moft furprising eSeds imaginable ; . he revived 
induftry ; he eftabli(hed confidence ; and (hewed to 
the world, that while the landed property of a na» 
tion is in the hands of the inhabitants, and while 
the lower claffes are willing to be, indu/lrious, mo- 
ney never can be wanting.' I muft now proceed in 
order, towards the inveftigation of the principles 
which influence this intricate and complicated 
branch of my fubjeft. 



bccaufe thefe perfonal eftates arc fecured either on lands, or in 
the funds, or in effe£tb which contain as real a value as lands, and 
thefe being affe^ed by thefecurities which the proprietors grant to 
the bank, may with as much propriety be (aid to be ipelted down, 
%% if they confiftcd iii hinds* In fubjcds of this nature, it is ne- 
eeflary to extend the meaning of our terms, in proportion te the 
circumftanccs cooccraiog which wc icafon. 

3 CHAP. 
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CHAP. IV, 

Of Banks of Circulation upon Mort^egt orfrivatt 

Credit, 



y 
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ANKs of circulation upon mortgage gr private c haFi 
credit, are thofe which iffue notes upon private 
fccurity, payable to bearer on demand^ in the cur- 
rent coin of the nation. They are conftituted ia 
the following manner. 

A number of men of property join together in % 
contrad of banking, either ratified or not by public 
authority, according to circumftances. For this pui> 
pofe, they form a (lock which may confift iodifier* 
ently of any fpecies of property. This fund is en- 
gaged to all the creditors of the company, is a fe* 
curity for the notes they propofe to iflue. So foon 
as confidence b eftablifiied with the public, they 
grant credits, or caih accOmpts, upon good fecurity ; 
concerning which they make the proper regulations* 
In proportion to the notes iflued in confequenco 
of thefe credits, they provide a fum of coin, fuch 
as they judge to be fuffident to anfwer fuch notes 
as (hall return upon them for payment. Nothing 
but experience can enable them to determine the 
proportion between the coin to be kept in thdr 
coffers, and the paper in circulation. This propor* 
don varies even according to circumftaaceSf as we 
fhall afterwardiS obierve* 

The 
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The profits of the bank proceed firom the intereft 
paid upon all the money advanced by the bank, 
in confequence of credits given*; 

Out of thefe profits muft be deducted, firft, the 
charge of management ; fecondly, the lofs of in- 
tereft for all the coin they preferve in their coffers, 
as well as the expence they are put to in providing 
it; and thirdly, the expence of tranfafting and 
paying all balances due to other nations. 

In proportion, therefore, as the; interefl upon 
the money advanced by the bank in confequence of 
the fecurities, exceeds the lofs of interefl on the 
coin in the bank, the expence of management, and 
of providing funds abroad to pay balances, in the 
fame proportion is their profit ; which they may 
either divide, accumulate, or employ, as they 
think fit. 

^ Let it be remarked in this place, that although all perfons 
obtaining credit from a bank for a determinate fum» be obliged 
to grant a proper fecurity for the whole fum ; yet by the natuir 
of the obligation, no intereft becomes due to the ^ak in confe- 
quence of it, except in proportion to the fums advanced, and to 
the time of fuch advance by the bank. Example: A. obtains a 
credit from a bank for one thoufand pounds* After one month he 
makes a call for one hundred pounds ; the interefl of this hun* 
dred pounds commences from the day only on which the bank 
pays it ; and were A. to replace this fum to the bank one week 
after, he will be liable for one week's intereft only, of one hun- 
dred pounds notwlthftanding that his obligation lies in the hand 
of the bank for one thoufand /pounds. When, therefore, in the 
courfe of this fubjed, we (hall make mention of the intereft due 
to the bank upon the fecurities in their hand, for the credits they 
have given ; this is always underftood to be reftridcd to the fums 
aduaUy advance^ by the bank upon fuch credits. 

Let 
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Let It be obferved, that I do not confider the 
original bank ftock, or the intereft arifing from 
that J as any part of the profits of the bank. So 
far as it regards the bank, it is their priginal pro- 
perty ; and fo far as it regards the public, it ferves 
for a collateral fecurity to it, for the notes iffued. 
It^ becomes a pledge, as it were, for the faithful 
difcharge of the truft repofed in the bank : with- 
out fuch a pledge, the public could have no/ fecu- 
rity to indemnify it, in cafe the bank fhould iffue 
notes for no permanent value received. This 
would be the cafe, if they thought fit to iffue their 
paper either in payment of their own private debts, 
or for articles of prefent confumption, or in a pre- 
carious trade. 

When paper is iffued by a bank for no value re- 
ceived, the fecurity of fuch paper flands upon the 
original capital of the bank alone ; whereas when it 
is iflued for value received, that value is the fecu- 
rity on which it immediately ftands, and the bank 
{lock is, properly fpeaking, only fubfidiary. 

I have dwelt the longer upon this circumflance, 
becaufe many, who are unacquainted with the na-. 
ture of banks, have a difBculty to comprehend how 
they fhould ever be at a lofs for money, as they have 
a mint of their own, which requires nothing but 
paper and ink to create millions. But if they con- 
fider the principles of banking, they will find that 
every notq iffued for value confumed, infl^ad of va- 
lue received and preferved, is neither more or lefs, 
than a partial fpending either of their capital, or 
profits on the bank. Is not this the effe£t of the 
ezpence of their management ? Is not this expence 

paid 
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paid in their notes ? But did ever any body ima« 
gine that this expence did not diminiih the profits 
of banking ? Confequently, fuch expence may ex* 
hauft thefe profits, if carried far enough ; and if 
carried ftill farther, will diminiih the capital of the 
banking dock;' 

As a farther illuftra^tion of this principle, let me 
fuppofe, an honeft man, intelligent, and capable 
to undertake a bank. I lay that fuch a perfon, 
without one ihilling of (lock, may carry on a baidc 
of domeftic circulation, to as good purpofe as if 
be had a million ; and his paper will be every bit 
as good as that of the bank of England. Every 
note he iCTues will be fecured on good private fecu« 
rity ; this fecurity carries intereft to him, in pro- 
portion to the money which has been advanced by 
him, and ilands good for the notes he has/iflued« 
Suppofe then that after having iffued for a million 
fterling, all the notes fhould return upon him in one 
day. Is it not plain, tha( they will find, with the 
honeft banker, the original fecurities, taken by 
him at the time he iffued them ; and is it not true, 
that he will have, belonging to biihfelf, the intereft 
received upon thefe fecurities^ while his notes were 
m circulation, except fo far as this intereft has been 
fpent in carrying on the bufinefs of his bank ? Large 
bank (locks, therefore, ferve only to edablifh their 
credit ; to fecure the confidence of the public, who 
cannot fee into their adminiftratioja ; but who wil- 
lingly believe, that men who have confiderable pro- 
perty pledged in fecurity of their good faith, will 
not probably deceive them. 

This 
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This ftock IS the more neceffary, from the obli- 
gation to pay in the metals. Coin may be wanting, 
upon fome occafiofls, to men of the greateft lan- 
ded property. ' Is this a reafon to fufpedl their cre- 
dit? Juft fo of banks. The bank of England 
may be poffeffed of twenty millions fterling of good 
effeds, to wit, their capital ; and the fecurities for 
all the notes they have iffued ; and yet that bank 
might be obKged to ftop payment, upon a fudden 
demand of a few millions of coin. 

Runs upon a bank, well eftabliihed, betray great 
want of confidence in the public ; and this want of 
confidence proceeds from the ignorance the greateft 
part of men are in, with regard to the ftate of their 
afiairs, and to the principles upon which their 
trade is carried on. 

From what has been faid, we may conclude, that 
the folidity of a bank which lends upon private fe- 
cnrity, does not fo much depend upon the extent 
of their original capital, as upon the good regula- 
tions they obferve in granting credit. In this the 
public is nearly interefted ; becaufe the bank fecu- 
rities are really taken for the public, who are cre- 
ditors upon them in virtue of the notes which cir- 
culate through tfaehrliaRdt. 



CHAP. 
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CHAP. V. 

I 

Such Banks ought to iffue their. Notes on private^ not 

mercantili Credit. * 

T £T me, therefore, reafon upon the example of 
^^ two bankers ; one iflues his notes upon the 
beft real or perfonal fecurity ; another gives credit 
to merchants and manu&durers, upon the prin- 
ciples of mercantile credit, which we have ex- 
plained above ; the notes of the one and of the other 
enter into circulation, and the queftion comes to be, 
which are the beft ? If we j udge by the regularity 
of the payment of notes on prefentation, perhaps 
the notes of the one are as readily paid as thofe of 
the other. If we judge by the ftock of the two 
bankers, perhaps th^y may be equal, both in value 
and folidity ; but it is not upon either of thefe cir* 
cumftances that the queftion depends. The notes 
in circulation may far exceed the amount of the 
largeft bank ftock ; and therefore, it is not on the 
original ftock ; but on the fecurities taken at iflfuing 
the notes, that the folidity of the two curreilcies i$ 
to be eftimated. Thofe fecured on private credit, 
are as folid as lands and perfonal eftates ; they ftand 
upon the principles of private credit. Thofe fecured 
on the obligations of merchants and manufa6turers, 
depending upon the fuccefs of their trade, are good 
or bad in proportion to fuch fuccefs. Every bank- 
ruptcy of one of their debtors, involves the bank, 
and carries off either a part of their profits, or of 
their ftock. Which way, therefore, can the pub- 
lic 
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lie judge of the affairs of bankers, except by attend- ^ " ^ ^• 
ing to the nature of the fecurities upon which they ^ 
give credit •. 



CHAP. VI. 

Ufe offubaltem Bankers and Exchangers. 

HERE it may be urged, that the great ufe of 
banks is to multiply circulation, and to fumifh 
the indudrious with the means of carrying on their 
traffic : that if banks infifl upon the moft folid fure- 
ties before they give credit, the great utility of them 
muft ceafe ; becaufe merchants and manufacturers 
are never in a fituation to obtain credit upon fuch 
terms. 

This argument proves only, that banks are not, 
alone, fufficient for carrying on every branch of cir- 
culation. A truth which nobody will controvert. 
JBut as they are of ufe in carrying on the great 
branches of circulation, it is proper to prevent 
them from engaging in fchemes which may deftroy 
their credit altogether. 

I have obferved above, that this method of ifluing 
notes upon private fecupty, was peculiarly well 

* It muft be obferved, that in this example, the banker who if- 
fues his notes upon mercantile fecurityy is not fuppofed to g^nmt 
a permanent loan to the merchant or manufaf^urer, as he would do 
to thofe who pledge a perfonal fecurity. This would be totally 
repugnant to the principle of banks fecured on mercantile credit. 
Such banks never grant loans for indefinite duration, upon any 
fecurity whatfoever. They will not even difcount a bill of ex- 
change, when it has above two months to run. 

adapted 
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adapted to countries like Scotland, where trade 
and indttftry are in their infancy. 

Merchants and manvifafturers there, have con- 
ftant occafion for money or credit ; and at the fame 
time, they cannot be fuppofed to have either real, or 
perfonal eftates to^ pledge, in order to obtain a loan 
diredly from the banks, who ought to lend upon no 
other fecurity. 

To remove tbis^ difficulty, we find a let of mer* 
chants, men of fubftance, who obtain from the 
banks very extenfive credits upon the joint real ^nd 
perfonal fecurity of themfelves and friends. With 
this affiAance from the bank, and with money bor* 
rowed from private people, repayable on demand, 
fomething below the common rate of intereft, they 
fupport the trade of Scotland, by giving credit to 
the merchants and manufacturers. 

To this fet of men, therefore, are banks of circu* 
lation upon mortgage to leave this particular branch 
of bufinefs. It is their duty, it is the intereft o£ 
the country, and no lefs that of banks, that they 
be fiipported in (o ufeful a trade; a trade whiich 
animates all the commerce and manufadures of Scot- 
land, and which confequently promotes the circula- 
tion of thofe very notes upon which the profits of 
the banks do arife. 

Thefe merchants are fettled in all the moft con- 
fiderable towns : they are well acquainted with the 
ftock, capacity, induftry, and integrity of all the 
dealers in their diftrid : they are many ; and by 
this are able to go through all the detail which 
their bufinefs requires; and their profits, as we 

. (haU 
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(hall fee pre(cntly, are greater than thofc of banks, 
who lend at a dated intereft. 

The common denomination by which they are 
called in Scotland, is that of bankers ; but, to avoid 
their being confounded with the bankers in Eng- 
gland (wbofe bufinefs is very diflferent) we fliall, 
while we are treating of the doftrine of banks, call 
them by the name of exchangers, fince their 
trade is principally carried on by bills of exchange. 

As often as thefe exchangers, give credit to deal- 
ers in any way, they conftantly ftate a commiffion 
of 4 f^r cent* or more, according to circumflances, 
over and above the intereft of their advance ; thefe 
are profits, which greatly furpafs thofe of any bank. 
One thoufand pounds credit given by a bank, nfay 
not produce ten pounds in a year for intereft : where- 
as were a like credit given by a banker, to a mer- 
chant, who draws it out, and replaces it forty times 
in a year, there will arife upon it a commiffion of 
fto per cent, or 200 /. 

This fet of mea are expofed to rifks and loffes, 
whiph they bear without complaint, becaufe of their 
great profits ; but it implies a detail, which no 
bank can defcend to. * 

Thefe exchangers break from time to time ; and 
no eifential hurt is thereby occafioned to national 
Credit. The lofs falls upon thofe who lend to them, 
or truft them with -their money, upon precarious 
fecurity ; and upon merchants, who make allow- 
ances for fuch rifks. In a word, they are a kind 
of infurers, and draw premiums in proportion to 
their rilks. 
Vol. IIL P To 
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To this fet of men, therefore, it {hould be left to 
give credit to merchants, as the credit they give is 
purely mercantile ; and to banks alone, who give 
credit on good private fecurity, it (hould be left to 
conduct the great national circulation, which ought 
to (land upon the folid principles of private credit. 

From this example we may difcover the juftnefs 
of the diflin£tion I have made between private and 
mercantile credit : had I not found it neceflary, I 
(hould not have introduced it. 



N 



CHAP. VII. 

Concerning the Obligation to pay in Coinj and the Con- 

fequences thereof. 

TN all banks of circulation upon mortgage, the 
» obligation in the note is to pay in coin, upon 
demand : and in the famous bank of Mr. Law, 
there was a very neceflary claufe added to the note ; 
to wit, that the coin was to be of the fame weight, 
fmenefs and deilomiiiation, as at the date of the 
note. This was done, in order to prevent the in- 
conveniences which miglit refult to either party, by 
the king's arbitrarily i-aifmg or finking the denomi- 
nations of the coin ^ a practice then very familiar 
in France. 

This obligation to pay in coin, owes its origin to 
the low Rate of credit in Europe at the time when 
banks firfl began to be introduced ; and it is not 
likely that any other expedient will foon be iailen 
upon to remove the inconveniences which refult 

from 
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it in domeftic circulation, as long as fome perfons of c h a p. 
th^ moft acute underftanding in many things, ccMi- s^ 
fider all money, except coin, to be falfe and fiflitious. 

I have already thrown oat abundance of hints^ 
from which it may be gathered, that^ in my opi- 
nion coin, is not abfolutely neceffary for carrying 01^ 
ddmeftic circulation, and more will be faid on this 
fubjed^ as ^e go along. But I am here to exa- 
mine the nature and confequences of this obligation, 
contraded by banks, to difcharge their notes in the 
current coin of the country. 

In the firfl: place, it is plain, that no coin is ever 
(except in very particular cafes) carried to a bank, 
in order to procure notes. The greateft part of 
notes iffue from the banks, concerning which we 
are treating, either in confequence of a loan, or of 
a credit given by the bank, to fuch as can give fd- 
curity for it. , This* loan is made in their own notes ; 
which are quickly thrown intJ Citculation by th^^ 
borrqwer ; who borrowed them, bec^ufe he had 
occafion to pay them away. In like manner, wheA 
a credit is given, the bank pays (in her notes) all 
the orders (h^ receives from the perfon who ha3 
the credit : in this manner are notes commonly 
iifued front a bank. 

Coin, again, comes td a bank, in the commoh 
courfe of circulation, by payments made to it, ei- 
ther for the intereft upon their loans, or when mer- 
chants and landed men throw the payments made to 
them into the bank, towards filling up their credits ; 
or by way of a fafe depofit for their money. Thefe 
payments are made to the bank in the ordinary cir- 
culation of the country. . When there is a confider- 

P2 able 
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able proportion of coin ki drculation, then the 
bank receives much coin ; and when there is little, 
they receive little. Whatever they receive is laid 
by to anfwer notes which are oflfered for payment ; 
but whenever a draught is made upon them for the 
money thrown in as above, they pay in paper. 

As we are here fearching after principles, not 
after fafts, it is out df our way to inquire what may 
be the real proportion of coin preferved by banks of 
circulation, for tofwering the demand for it. 

Mr. Megens, a very knowing man, and a very 
judicious author, lately dead, who has written a fmall 
treatife in the German tongue, tranflated into Eng- 
lifh, under the title of The Univerfal Merchant j de- 
livers his fentiments concerning the proportion of 
coin preferved in the bank of England, which I (hall 
here tranfcribe in the tranflator's words. Se£t. 60. 

** The bank of England confifts of two forts of 
creditors, the one of that fet of men, who, in King 
William's time, when money was fcarce and dear, 
lent the public 1,200,000 pounds, at 8 per cent, in- 
tereft, and 4000 pounds were allowed them for 
charges, amounting in whole to 1 00,000 pounds a 
year, an exclufive right of banking as a corporation 
for 1 3 years, under the denomination of the pro- 
prietors of the bank ; and which, for obtaining 
prolongation of their privileges, has been fince in- 
crealbd by farther loans to the public at a lefs in- 
tereft, to near the fum of 1 1 ,000,000 pounds, 
which if we compute the intereft at ^ per cent.K(^s 
what they have more on fome part anfwers inci- 
dent charges) it produces 330,000 pounds a year ; 
und as they divide annually 5 per cent, to their pro* 

prietgrs, 
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prietors, which k' 550,000 pounds, it is evident c ha p. 
that they make a yearly profit of 220,000 pounds, 
out of the money of the people who keep cajh with them^ 
and thefe are the other fort of creditors : and as for 
what money the bank lends to the government, they 
have for the moft part but 3 per cent, intereft, I 
conclude that the credit cajh they have in their 
hands may amount to 11,000,000 pounds, and 
thereout is employed in loans to the government, 
in the difcounting of bills, and in buying gold and 
filver 7^333J333T pounds, which, at 3 per cent, in- 
tereft or profit, will amount to the above, 220,000 
pounds, and remains 3,666,6664- pounds in cafh, 
fufEciei^t for circulation and current payments. And 
experience has evinced, that whenever any miftruft 
has occafioned any run upon the bank for any con- 
tinuance, and the people not finding the treafure fo 
foon exhaufted as they furmifed, it flowed in again 
ibfter on the one hand than it was drawn out on the 
other/' 

This gehtleman lived long in England. He was 
very intelligent in matters relating to commerce ; 
and his authority, may, I believe, be relied on as 
much as any other perfbn's, except that of the bank 
itfelf ; which, it would appear, has fome intereft in 
keeping fuch affairs a fecret. 

We fee by his account, that the bank of Eng- 
land keeps in coin one third part of the value of all 
their notes in circulation. With this quantity, bu- 
finefs is carried on with great fmoothnefs, owing to 
the profperity of that kingdom, which feldom owes 
any co^derable balance to other nations. 

P3 But 
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But the confequence of the obligation to pay ii| 
coin, is, that ivhen the nation conies to ow^ a fo- 
reign balance, the notes which the bank had IfTued 
to fupport domeftic circulation only^ come upon it 
for the payment of this balance ; and thereby the 
coin which it had provided for home demand only, 
is drawn out. 

It is this circumflance, above all others, which 
diftreffes banks of circulation. Were it no^ for 
this, the obligation to pay in coin might eafily be 
difcharged ; but when in virtue of this pure obliga- 
tion, a heavy national balance is demanded from 
the bank, \yhich has only made provifion for the 
current and ordinary demand at home, it requires a 
little combination to find out, at once, an eafy 
remedy. - ^ 

This combination we fhall, in th^ following 
chapters, endeavour to unfold : it is by far the moft 
intricate, and at the fame time the moft important 
in the whole dodrine of banks of circulation. 

Another inconvenience refulting from this ol)liga- 
tionto^payin coin, we have explained in the third 
book. * It is, that the confufion of the Englifh coin, 
and the lightnefs of a great part of it, obliges the 
bank of England to purchafe'the metals at a price 
far above that which they can draw back for theni 
after they are coined. We have there (hewn the 
great profit that might be made in melting down 
and exporting the heavy fpecies. This profit turns 
out a real lofs to the bank of England, which is 
conftantly i^bliged to provide new coin, in propor- 
tion as it is wanted. This iilconvenience is not di- 

rectly 
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reftly felt by banks, in countries where there is no chap. 
mint eftabliflied. . l" l 

Here then is another bad confequence of this 
obligation to pay in the metals, which a proper re- 
gulation of the coin would immediately remove. 
In countries which abound in coin, banking is an 
eafy trade, when once their credit is well eftab- 
liflied. It is principally when either a fpreign war, 
or a wrong balance of trade has carried off the me- 
tals, that the weight of this obligation to pay in coin 
is feverely felt. 



CHAP. VIU. 

How a wrbng Balance of Trade affects Banks of Cir* 

culation. 

TT is commonly faid, that when there is a balance 
due by any nation, upon the whole of their mer- 
cantile tranfa£Uons with the reft of the world, fuch 
balance muft be paid in coin. This we call a wrong 
l>alance. Thofe who tranfad the payment of this 
balance, are thdfe who regulate the courfe of ex- 
ch^ge : and we may fuppofe, without the leaft 
^ danger 6f being deceived, that the courfe is always 
higher than the expence of procuring an4 tranfport- 
ing the metals ; becaufe the overcharge is profit to 
the exchanger, who without this profit could not 
carry on bis bufinefs. 

Thefe exchangers, then, muft have a command 
of coin ; and where can they get it fo eafily, and 
fo readily, as from banks who are boimd to 

pay in it ? 

1*4 ^ Every 
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Every merchant who imports foreign comtnodi- 
ties, mud be fuppofed to have value in his hands 
from the fale of them ; i>ut this value muft conlift 
in the money of the country : if this be moftly in 
bank paper, he mud give the bank paper for a bill 
to the exchanger, whofe bufmefs it is to place 
funds in thofe parts upon which bills are demanded. 
The exchanger again (to fupport the fund which 
he exhaufts by his draughts) muft demand coin 
from the banks, for the notes he received from the 
merchant when he gave him the foreign bilL 

Befides the wrong balances of trade tranfa&ed in 
this manner, which banks are conftantly obliged to 
make good in coin, every other payment made to 
foreigners has the fame eifedb. It is not becaufe it 
is a balance of trade j but becaufe it is a payment 
which cannot be made in paper currency, that a de- 
mand is made for coin. Coin we have called the 
inoney of the world, as notes may be called the mo- 
ney of the fociety. The firft then muft be procured 
when we pay a balance to foreigners ; the laft is 
full as good when we pay among ourfelves. 

It is proper, however, to obferve, that there is 
a great difference between the wrong balance oftrade^ 
and the .general balance of payments. The firft 
marks the total lofs of the nations when her imports 
exceed the value of her exports ; theiecond com- 
prehends three other articles^ viz. i. the expence ' 
of the natives in foreign countries ; 2. the payment 
of all debts, principal and intereft, due to foreign- 
ers ; 3. The lending of money to other nations. 

Thefe three put together, make what I call the 
general balance of foreign payments : and thefe 

I added 
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added to tixe wrong balance of trade may be called ^^^fi^* 
the grand balance with the world. 

Now as long as the payment of this grand balance 
is negotiated by exchangers, all the coin required 
to make it gqod, mud be fupplied by banks, while 
they have one note in circulation. 

How then is • this coin to be procured by nations 
who have no mines of their own ? 



CHAP. IX. 

How a grand Balance may be paid by Banks j without 

the ajjijlance of Coin. 

T^ID all the circulation of a country confift in 
coin, this grand balance ^ as we have called 
It, would be paid out of the coin, to the diminution 
ofit. 

We have faid that the acquifition of coin, or of 
the precious metals, adds to the intrinfic value of a^ 
country, as niuch as if a portion of territory were 
added to it^ The truth of this propofidon will now 
foon appear evident. ' 

We have alfo faid, that the creation of fymboli- 
lical money, adds no additional wealth to a country, 
but only provides a fund of circulation out of folid 
property; which enables the proprietors . to con- 
fume and to pay proportionally for their confump- 
rion : and we have fhewn how by this contrivance 
trade and induftry are made to flourifh. 

May we not conclude, from thefe principles, 
that as nations who have coin, ^?i.y thdr grand ba- 
lance 
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lanee out of their coin^ to the diminution of thH 
fpecies of their property, fo nations who have 
melted down their folid property into fymbolical 

ynoney, muft pay their gr^ind balance out of the 
fymbolical money; that is to fay, out of the folid 
property of which it is the fymbol ? 

But this folid property cannot be fent abroad ; 
and it is alleged that nothing but, coin c^n be em- 
ployed in paying this grand balance. To this I 
anfwer, that in fuch a cafe the credit of a bank may 
ftep in, without v^bjch a nation which runs fhort of 
com, and which comes tp owe a grand balance mifft 
quickly be undone. 

We have faid that while exchangers tranfaft the 
balance, the whole load of providing coin lies upon 
banks* Now the whoj^ folid property ipelted 
dbwn, in their paper, is in their hands ; becaufe \ 
confider the fecurities given them for their paper, tq 
be the fame as the property itfelf. Upon this pro- 
perty, there is a yearly interell paid to the bank : 
this intereft, then, muft be engaged to foreigners by 
the bank, in lieu of what is owing to them by the 
nation ; and when once a fund is borrowed upon it 
abroad, the reft is eafy to the bank. This (hall be 
farther explained as wg go along. 

I do not pretend that the ^ommpn op^n^tion of 
providing coin, when the grand balance is ^gainft 
a nation, is as fimple as I have reprefented it. I 
know it is not : and I know alfo, that I am not in 
any degree capable to explain the infinite combina- 
tion of mercantile operations neceffary to bring it 
about ; but it is no lefs true, that thefe combina« 
tions may be fhortened : becaufe when the whole 

of 
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pf them have been gone through, the tranfadioa 
mud end in what 1 have faid ; to wit, that either 
the grand batafice mud be paid out of the national 
ftock of coin, or it muft be fumiChed by foreigners 
upon a loan from them ; the intereft of which muft 
be paid out of that part of the folid property of the 
nation which ha$ been melted down intq paper. I 
fey farther, that were not kll this folid property (fo 
melted down) in the hands of banks, who thereby 
have eftabliihed to themfelves an enormous mercan^ 
tile credit j there would be no poffibility of ccmdufl- 
ing fuch an operation : that is to fay, there would 
be no poffibility for nations to run in debt to na* 
tions, upon the fecurity oT their refpe^ve landed 
property* 



CHAR X. 

Jnfufficiency of temporary Credits for the Payment of 

a wrong Bqlance. 

I HAVE faid^ that when the national (lock of coin 
is not fufficient to provide J>anks with the quan- 
tity demanded of them, for the payment of the 
grand balance^ that a loan muft take place. To 
this it may be objeded, that a credit is fufficient to 
procure coin, without having recourfe to a formal 
lo^n. The diffisrence I make between a loan and 
a credit confifts in this, that by a credit we imder- 
ftand a temporary advance of money, which the 
perfon who gives the credit expefts to have repaid 
in a fhort time, with intereft for the advance, and 
cpmmiffioh for the credit ; whereas by a loan we 

/ underftand 
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undafUnd the lading of money for an indefinite 
lime, \rilb intereft during n^cHi-payment. 

Now I fay 9 the credit, in this cafe, will not an- 
fwer the porpc^ of fupplying a deficiency of coin ; 
imkfs the deficiency has boen accidental, and that 
1 return of coin, from a new favourable grand ba^ 
kmce^ be quickly expe&ed. The credit will indeed 
anfwer the present exigency } but the moment this 
credit comes to be replaced, it muft be replaced 
either by a l(Oan, or by a fupply of coin ; or by a 
renewal of the former credit ; but, by the fuppofi- 
lion, coin is found to be wanting for paying the 
grand balance ; confequently, nothing but a loan, 
made by the lenders either in coin, in the metals, or 
in a liberty to draw upon them, can remove the in- 
convenience ; and if recourfe be- had to a new cre- 
dit, inftead of the loan, the fame difficulty will re- 
cur, whenever this credit again comes to be made 
good by repayment. 

Upon the whole, we may conclude, that nations . 
who owe a balance to other nations, muft pay it 
either with their coin, or with their folid property ; 
confequently, the acquifition of coin is, in this par- 
ticular, as advantageous as the acquifition of lands ; 
but when coin is not to be procured, the tranfmif- 
fion of the folid property to foreign creditors is an 
operation which banks muft undertake ; becaufe it 
is they who are obliged either to do this, or to pay 
in coin. 



' I 
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CHAR XL 

Of the Hurt refulting to Banks y when thej leave the 
Payment of a wrong Balance to Excha?2gers. 

XX7E have feen in a former chapter, how ex- 
^^ changers and banks are mutually affiftant to 
one another : the exchangers by fwelUng and fup. 
porting circulation; the bank by fupplying them 
with credit for this purpofe. While parties are 
united by a common intereft, all goes well : but in- 
tereft divides, by the lame principle that it unites. 

No fooner does a nation incur a balance ag^unfl it- 
felf, than exchangers fet themfelves to work to 
make a fortune, by conducing the operation of 
paying it. They appear then in the light of poli- 
tical ufurers to a fpendthrift heir,' who has no guar- 
dian. This guardian fhould be the bank, who 
upon fuch occaiions (and upon fuch only) ought 
to interpofe between the nation and her foreign cre- 
ditors. This it may do, by conftituting itfelf at 
once debtor for the whole balance, and by taking 
foreign exchange into its hand, until fuch time as 
it fhall have diftributed the debt it has contraded 
for the nation, among thofe individuals who really 
owe it. This operatioi) performed, exchange may 
be left to thofe who make this branch their bufmefs, 
becaufe then they will find no opportunity of com- 
bining either againft the intereft of the bank or of 
individuals. 

When 
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when a national bank * ijeglcfts fo neceffary i 
duty, as well as fo neceffary a precaution, the 
whole clafs of exchangers become united by a com-^ 
mon intereft againft it ; atid the 6ountry is torn to 
pic<^s, by the fruitlefs attempt it makes to fuppon 
itfelf, without the help of the only expedient that 
can relieve it. 

Thofe exchangers having the grand balance to 
tranfaft with other nations, make ufe of their cre- 
dits with the bank, and of its notes, in order to 
draw coin from the bank, which they exports 
This throws a great load upon the bank, which is 
conftintly obliged to provide a fufBcient quantity of 
coin for anfwering all demands ; for we have laid 
it down as a principle, that whatever coin or bills 
are neceflary to pay thi& grand balance j in every way 
it can be tranfa6ted, it mult ultimately be paid by 
the bank ; becaufe whoever wants coin for any 
purpofe, and has bank notes, can force the bank to 
pay them in coin, or flop payment. 

It cannot, therefore, be faid, that exchangers 
do wrong"; nor can they be blamed for drawing 
from the bank whatever is wanted for the purpofe 
of paying to foreigners what is their due •, that is, 
what is juftly owing to them* If they do more, 
they muft hurt themfelves ; becaufe whatever i^ 
fent abroad more than what is due, muft conftitute 
the reft of the world debtors to thg country which 
fends out their coin. The confequence of this 
would be to turn exchange againft foreigners, and 
to make it favourable for the nation which is cre<» 
ditor. In this cafe, were the creditors ftill to con* 
tinue fending coin abroad, they would lo/e by this 

operation. 
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Operation, for the fame reafon that they gairt^ by 
that of fending it out when they are debtors. 

It is very common for banks to complain^ when 
coin is hard to be procured, and when large 
deniands are made upon, them ; they then allege 
unfair dealings agaipft exchangers } - they fall to 
work to eftimate the balance of trade, and endea- 
vour to (how that it is not in reality againft the 

country. 

tBut alas! this is nothing to the purpofe; the 
balance of trade may be very favourable, although 
the balance of payments be greatly againft the'coun* 
try ; and both muft be paid, while the bank has a 
(hilling of cafh, or a note in circulation. So fooa 
again as the grand balance is fairly paid off, it h 
impoffible that any one can find an advantage in 
drawing coin from a bank ; except in the fmgle 
cafe of melting down the heavy fpecies, in nations 
which give their coinage gratis. Of this we have 
treated at Xufficient length in another place. 

Banks may indeed complain, that m^n of pro- 
perty fometimes fend their money out of the coun- 
try, at a time when it is already drained of its coin ; 
becaufe this raifes exchange, and hurts the trading 
intereft. 

Exchange muft rife, no doubt, in proportion as 
the grand balance i^ great, and difficult to be paid : 
But where does the blame lie ? Who ought to 
provide the coin, or the bills for paying this grand 
balance ? Have we not fhewn that it is the bank 
alone who ought to providb coin for the ready an- 
fwering of their notes ? Have we not faid, that 
the method of doing this is to ^crifice a part of 

the 
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BOOK the meereft due upon the obligations in their band^, 
t which are fecured upon the folid property of the 
country, and to appropriate this fum of intereft 
for a fund to pay regularly the intereft of the fo- 
reign loans, which will procure either the metals 
themfelves, or a power to draw on thofe places 
where the nation's creditors refide ? 

Which of the two has moft reafon to complain, 
the bank, becaufe the inhabitants think fit to fend 
their eflFefts out of the country, being either forced 
fo to do by their creditors, or choofmg fo to do 
for their private advantage ; or the creditors of the 
bank, and the country in general, when (from the 
ebftrudUons the bank throws in the way, when re* 
quired to p?iy its notes) exchange is forced up to an 
exorbitant height ; the value of what private mer- 
chants owe to ftrangers is raifed ; and when, by 
difcouraging trade in their hands, a ftop is put to 
manufskdures and credit in general ? 

In a word, the bank has no reafon to complain, 
unlefs they can make it appear, how any perfon, 
exchanger or other, can find an advantage in fend- 
ing coin out of the country, at a time when there is 
no demand for it j or when there is no near prof- 
peft of a demand which is the fame thing ? To fay 
that a principle of public i^irit fliould prevent a per- 
fon from doing with his property what is moft to his 
advantage, for the lake of faving fome money to a 
bank, is fuppofmg the bank to be the public, inftead 
of being the fervant of the public. 

Another argument to prove that no profit can be 
made by fending out coin, except when the balance 
is againft a country^ is, that we fee all runs upon 

banks 



CHAP. XIL 

In what Manner the Payment of a wrong Balance 

offers Circulation. 

'T'HAT I may communicate my ideas with the 
greater precifion, I muft here enter into a fliort 
detail of fome principles, and then reafpn on a fup- 
pofition. 

It has been faid, that the confequence of' credit 
and paper-money, fecured on folid property, was 
to augment the mafs of the circulating equivalent, 
in proportion to the ufes found for it. 

Thefe ufes may be comprehended under two ge- 
neral heads. The firft, payment of what one owes ; 
the fecond, buying what one has occalion for : the 
one and the other may be called by the general tenn 
of ready-money demands. 

Vol.111. <^ Whoever 
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banks flop, the moment exchange becomes favour- 
able. Were there a profit to be made upon fending 
off coin, independently of the debts to be paid with 
it, which cannot be paid without it, the fkme trade 
would be profitable at all times. As this is not the 
cafe, it follows, that the principle we have laid down 
is jufl: ; ^o wit, that the balance due to foreigners 
mti/i be paid by banks, while they have a note in 
circulation ; and when once it is fairly paid by them, 
all extraordinary demands muji ceafe. 

We now proceed to another point, to wit. What 
are the confequences to circulation, when a great 
balance draws away a large quantity of coin from 
the bank, and fends it oiit of the country ? 
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Whoever has a ready-money demand upqn him, 
and property at the fame time, ought to be fumifhed 
with money by banks which lend upon mortgage. 

Now the Hate of trade,* of manufaflures, of 
modes of living, and of the cuftomary expence of 
the inhabitants, when taken altogether, regulate 
, and determine what we may call the mafs of ready- 
money demands, that is, of alienation* To ope- 
rate this multiplicity of payments, a certain propor- 
tion of money is^ neceflary. This proportion again 
may increafe or dhninifh according to circumftan- 
' ces i although the quantity of alienation ihould 
continue the fame. 

To make this evident, let us fuppofe the accounts 
of a whole city kept by one man ; alienation may 
go on without any payment at all, until accounts 
be cleared ; and then nothing will be to be paid, 
except general balances upon the whole. This 
however is only by the bye. The point in hand is 
to agree, that a certain fum of money is neceffary 
for carrying on domeftic alienation ; that is, for 
fatisfying ready-money demands : let us call this 
quantity (A). 

Next, in moft countries in Europe (I may fay 
all), it is cuftomary to circulate coin, which, for 
many ufes, is found fitter than paper (no matter 
for what reafon) j cuftom has eftabliflied it, and 
with cuftom even ftatefmen muft comply. 
. The paper-money is generally made payable in 
coin ; from cuftom alfo. Now, according to th^ 
manners of the country, more or lefs coin will be 
required for domeftic circulation. Let it be ob- 
. ferved, that hitherto we have not attended to fo- 

8 reign 
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ign circulation, of which prefently: and I fay, chap. 
at the manners of a country may make more or 
*s coin neceffary, for circulating the fame quan- 
f of paper ; merchants, for inftance, circulate 
ich paper and little coin; gamefters circulate 
ich coin and little paper : one example is fuffi- 
:nt. 

Let this quantity ' of coin, neceffary for circulate 
f the paper-money, be called (B), and let the 
per-money be called (C) ; confequently (A) will 
equal to the fum of (B) and (C). Again, we 
ire faid, that all balances owing by nation to na^ 
n, muft be paid either in coin, or in the metals, 
in bills ; and that bank paper can be of no ufe 
fuch payments. Let the quantity of the metals, 
n, or bills, going out or coming into the country 
payment of fuch balance, be called (D). 
rhefe fhort defignations premifed, we may rca* 
with more precifion. (A) is the total maf^ of 
ney (coin and paper) neceffary at home : (A) is 
npofed of (B) the coin, and of (C) the paper- 
ney, and (D) (lands for that mafe of coin, or 
tal, or bills, which goes and comes according as 
grand balance is favourable or unfavourable with 
er nations. 

^6w, from what has been faid, we may deter« 
le that there fhould at all times remain in the 
ntry, or in the bank, a quantity of coin equal 
B) ; and if this be ever found to fall Ihort, the 
k does not difcharge its duty. It is unneceflary 
letermine what part of (B) fhould be locked up 
he baiik, and what part (hould remain in circu« 

Qjz lation : 
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lation : banks themfelves cannot determine tfai 
queftion : aU we need to fay is, that it is the profit 
of banks to accuftom people to the ufe of pa- 
per^mon^y as much as poffible ; and therefore thej 
will draw to themfelves as much coin as they can. 

When a favourable balance of trade brings the 
price of exchange below par, and brings coin into 
the Country, the fconfequence is, either to animate I 
trade and induftry, to augment the mafs of pay- 
ments, to fwell (A), and ftill to preferve (C) in 
circulation ; or elfe to make (A) regorge, fo as to 
fmk the interefl of money below the bank lending 
price : in this cafe people will carry back the re- 
gorging part of (C) to the bank, and withdraw 
their fecurides ; which is confolidating, as we ha? e 
called it, the property which had been formeriy 
melted down, for want of this circulating equin- 
lent (money). 

This is conftantly the confequence of a ftagnatioB 
of paper, from an overcharge of it, thrown into 
circulation. It returns upon the bank, and dimi- 
nifhes the mafs of their fecurities, but never tk 
mafs of their coin. 

From this we may conclude, that the drculation 
of a country can only abforb a determina^ quantit] 
of money (coin and paper) ; and that ine left ufe 
they make of coin, the more ufe they \«S1 make of 
paper, and vice verfd. 

We may alfo conclude, that when trade and ali- 
enation increafe, cateris paribus j fo will montji 
that is, more folid property will be melted down; 
and when trade and alienation dimixulh, cateru p 
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ribusy fo wilt money; that is, fome of the folid chap. 
property formerly melted . down, will confolidate, 
as wQi have called it. 

Thefe viciffitudes in the mafs of circulation arc 
not peculiar to paper currency, lii countries where 
nothing circulates but the metals, the cafe is the 
fame ; the operation only is more aukward and ex- 
penfive. When coin becomes fcarce, it is hardly 
poiTible, in remote provinces, to find any credit at 
all : and in the centre of circulation, the ufe of it 
(intereft) muft rife very conGderably, and muft 
Itand high for fome time, before even intelligent 
merchants will import bullion to the mint ; which 
is the only bank they have to fit it for circulation. 
When the metal is coined, then men of property 
are enabled to borrow, or to fell their lands.' On 
the other hand, when a favourable balance pours in 
a fuperfluity of coin, which at the fame time cuts 
off the demands of trade for fending it abroad, it 
frequently falls into coffers ; where it becomes as 
ufelefs as if it were in the mine ; and this clumfy 
circulation, as I may call it, prevents coin from 
coming into the hands of thofe who would have oc- 
cafion for it, did they but know where to come at 
it. Paper-money, on the other hand, when banks 
and trade are well eftabliihed, is always to be found. 
Thus, in an inftant, paper-money either creates or 
extinguifhes an intereil equal to its value, in favour 
of the poffeffor. No part of it lies dead, not for ^ 
day, when employed in trade : it; is not foiof coin. 

JLet us now fuppofe a bank eftabliihed in a coun* 
try which owes a balance to other nations* 

9.3 ^ 
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In this cafe, the bank muft pofieDs, or be able to 
command, a fum of coin or bills equal to (B) and 
(D) ; (B) for domeftic, and (D) for foreign circu- 
lation. 

Thofe who owe this balance (D), and who arc 
fuppofed to have value for it, in the currency of the 
country, muft, in order to pay it, either exhauft a 
part of (B), by fending it away, or they muft carry 
a part of (C) to the bank, to be paid for in coin. 
If they pick up a part of (B) in the country, then 
the coin in circulation, being diminifhed below its 
proportion, the pofleiTors oF (C) will come upon 
the bank for a fupply, in carder to make up (B) to 
its former ftandard. Banks complain without rea- 
fon. If they carry part of (C) to be changed at 
the bank, for the payment of (D), they thereby di- 
minifli the quantity of (C) ; confequently there will 
be a demand upon the bank for more notes, to fup- 
port domeftic circulation; becaufe thofe notes which 
have been paid in coin by the bank are returned to 
the bank, and have diminifhed the mafs of (C) ; 
which therefore muft be replaced by a new melting 
down of folid property. 

Now 1 muft here obferve, that this recruit of 
notes, fuppofed to be iflued by the bank, in order 
to fill up (C) to the level, really implies an addi- 
tion made to the mafs of fecurities formerly-lodged 
with the bank : and reprefents, not improperly, th^t 
part of the landed property of a country which the 
bank muft difpofe of to foreigners, in ord^r to pro- 
cure from them the coin or bills neceflary for &n- 
fwermg the demand of (D). 

When 
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When notes, therefore, are carried to the bank c"^**- 

r r 1' 1 L XII. 

for payment of debts due to the bank, they then 
diminifh the mafs of folid property melted down in 
the fecurities lodged ip the b^nk : but when notes 
are carried to the bank, to be converted into coin 
or bills, for foreign exportation, they do not dimi- 
nifh the mafs of the fecurities : on the contrary, the 
confequence is, to pave the way for the augmentation 
of them ; becaufe I fuppofe that thefe notes, fo gi- 
ven in to the bank, and taken out of the circle, arc 
to be replaced by the bank, to domeftic circulation, 
to which they belonged ; and the b«tnk muft be at 
the expence of turning into coin or foreign bills, 
the value of thefe additional fecurities granted for 
this new recruit of notes.- . ' 

Is not this quite confident with reafon, faft, and 
comnion fenfe ? If a country contract debts to fo-\ 
feigners, are not the confequences juft the fame as 
when one man contracts a debt to another in the 
fame fociety ? Muft not the ultimate confequence 
of fuch debts be, that they muft be paid, either 
with the coin, with the moveables, or with the fo- 
iid property of the debtor, transferred to the credi- 
tor, in lieu of the money owing ? 

When a nation can pay with its coin, or with^ its 
sffefts (that is to fay, with its prodijft and manu- 
faSures), the operation is eafily and mechanically 
performed by the means of trade : when 'thefe ob- 
jeds are not fufficient ; then land, or an annual and ' 
perpetual ini^me out of it, muft make up the defi- 
:iency ; in which cafe more Ikili and expence is re-» 
juired; and this expence falling upon banks, makes 

(^4 their 
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BOOK their trade Icfs lucrative than in times when com- 
'^m^ merce (lands at par, or is bringing in a balance. 

Were trade to run conftantly againft a tountry, 
the confequenc^ would be, that the whole property 
of it would, by degrees, be transferred to foreign- 
ers. But in this cafe, banks never could negle£t 
laying down a plan whereby to avoid a conftant 
lofs fimilar to what they cafually fuftain, when fuch 
^ a revolution comes fuddenly or unexpectedly 
upon them. 

The method would be, to eflabiifh an annual 
fubfcription abroad^ for borrowing a fum equivalent 
to the grand balance ; the condition being to pay 
the intereft of the fubfcriptions out of the revenue 
of the country. 

If the fecurity offered ' be good, there is no fear 
but fubfcribers will be found, while there is an 
ounce of gold and filver in Europe. 

The bank of England has an expedient of ano- 
ther nature, in what they call their bank circular 
Hon ; which is a premium granted to certain per- 
fons, upon a^ obligation to pay a certain fum of 
coin upon demand. This is done with a view to 
anfwer upon prefling occafions. But England 
being a profperous trading nation, which feldom 
has any considerable grand balance againft her (ex- 
cept in time of war, when the public borrowings 
fupply in a great meafure the deficiency, as (hall be 
afterwards explained), this bank circulation is turned 
into a job ; the fubfcriptions being lucrative, are 
diftributed among the proprietors themfelves, who 
make no provifion for the demand j and were the 

demaiid 
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demand again to come upon them (as has been the c h a ?• 
cafe) the fubfcribers would, as formerly, make a 
call on the bank itfelf, by picking up their notes, 
and pay their fubfcriptions with the bank's own 
coin. 

To obviate this inconvenience, which was feverely 
felt in the year 1745, the bank of England fhould 
have opened a fubfcription for a perpetual loan in 
fome foreign country ; Holland, for example ; 
where fhe might have procured large quantities of 
foreign coin : fuch a feafonable fupply would have 
proved a real augmentation of the metals ; the fup- 
ply they got from their own domeilic fubfcribers 
was only fiditious *. 

But 1>anks in profperous trading nations fit down 
with cafual and temporary inconveniences ; and 
e;cchangers carry on a profitable, trade, whether the 
nation be gaining or lofing all the while. For fuch 
nations, and fuch only, are banks advantageous. 
Were banks eftabliflied in Spain, Portugal, or any 
other country which pays a conflant balance from 
the produce of their mines, they would only help 
on their ruin a little failer. 

• At thia time there wag another circumftance, bcfides the 
demand of a balance to be paid abroad, which diflreffed the 
bank, tiz. a fufpicion which took place, that if the rebellion had 
fuccecded, the credit of the bank would have totally failed. 

This very cafe points out the great advantage of banks apon 
mortgage of private credit. 

We have faid* that the credit of fuch banks ought to be eflab- 
liihed upon the principles of private fecurities only. If their 
notes be ifltied upon foUd property, then no rebellion esm in- 
^^ttcnce them : but of this more hereafter, 

In 
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In the infancy of banking, and in countries 
where the true principles of the trade are not well 
underftood; we find banks taking a general alarm, 
whenever a wrong balance of trade occafions a run 
upon them. This terror drives them toi expedients 
for fupporting their credit, which we are now to 
examine, and which we (hall find to have a quite 
* contrary tendency. 

The better to explain this combination, we muft 
recall to mind, that the payment of the grand ba^ 
lance in coin or bills is unavoidable to banks. We 
have faid that this balance is commonly paid by 
exchangers, who pick up the coin in circulation ; 
a thing the bank cannot prevent. This we have 
called exhauding a part of (B) : the confeqjuence 
of this is, to make the proprietors of (C) come 
upon the bank, and demand coin for filling up 
(B) : to this the bank muft alfo agree. But by 
thefe operations (C) comes to be diminifhed, below 
the lofel neceflary for carrying on trade, induftry, 
and alienation : upon which I have faid there com-^ 
monly comes an application to the bank to give 
more credit, in order to fupportdomeftic circula- 
tion, which if complied with, more folid property 
is confequently melted down. 

This fwells the mafs of fecurities, and raifes (K) 
to its former level. But here the bank has a 
choice, and may refufe to grant more credit : in 
the former operations it had none. Now if the 
bank, from a terror of b^ing drained of coin, fhould 
refufe to iffue notes upon new credits, for the de* 
mands of domeftic circulation J in this cafe, I fay, 

they 
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they fail ia their duty to the nation, as banks, and c ha p, 
hurt their own intereft. As to their duty to the na^ 
tion, I ihall not infift npon it ; but I think I can 
demonftrate that they fail in their manner of reafon- 
ing, with refped to their own intereft, and that is 
enough. 

I lay, then, that as long as there is one (ingle 
note in circulation, and any part of a grand balance 
owing, this note will come upon the bank for pay- 
ment, without a poflibility of its avoiding the de- 
mand. Refufing therefore credit, while any notes 
remain in the hands of the public, is refufing an 
intereft which may help to make up the paft loiFes : 
but of this more hereafter. 

In the next place, I think I hkve demonftrated, 
that as foon as the grand balance is paid, it is« im- 
pofiible that any more demands for coin can come 
upon the bank for exportation. Why then fhould 
a bank do fo fignal a prejudice to their country, as 
to refufe to lend them paper, which the ready-mo- 
ney demands of the country muft keep in circula- 
tion ? And why do this at fo great a lofs to them- 
felves ? it has been faid above, and I think with. 
juftice, that this recruit, iffued to fill up circulation, 
adds to the mafs of bank fecurities, and very pro- 
perly reprefents that part of the income of the foHd 
property of the country, which the bank muft dif- 
pofe of to foreigners, in order to procure from them 
the coin or bills neceffary for anfwcring the de- 
mand for payment of a grand balance. 

In this light nothing can appear more imprudent, 

' than to refufe credit. , 

A bank 




2s6 AN INQI7IRY INTO THE PRINCIPLES 

A bank is forced to pay to the laft farthing of 
this balance ; by paying it, the notes that were ne- 
ceflary for domeflic circulation are returned to 
them ; and they refufe to replace them, for fear 
that their fupplying circulation (hould create a new 
balance againft them ! This is voluntarily taking 
on themfelves all the lofs of banking, and rejecting 
the advantages of it. 

Such management may be prudent when the cir- 
culating notes of a bank are very few, and when 
the balance is very great. In this cafe, indeed, 
were the thing poflible, it might be prudent to give 
over banking for a while, till matters took a favour- 
able turn. But if we fuppofe their circulating notes 
to exceed the balance due, then all the hurt which 
can be done is done already ; and the more notes 
that are iflued, and the more credit that is given, 
miift be fo much the better for the bank ; becaufe 
the intereil due upon all that are iflfued above the 
balance, mud be clear profit to the bank. 

To bring what has been faid within a narrower 
compafs, and to lay it under our eye at o^ce, let 
us call the fum of money neceflary for carrying on 
the domeflic circulation of a country, where a bank 
i§ cflablifhed, (A). 

The fpecie iffelf, to c^rry it on, (3). 

The balances to other nations, (D). 

The bank mufl: be able to command coin and 
credit equal to the fum of (B) and (D). If they 
have in credit the value of (D) in any foreign place, 
where a general circulation of exchange is carried 
on, then they have occafion only for (B) at home, 
and can fumifh bills to the amount of (D). 

But 



OF POLITICAL CECONOMY. ni 

But in fumiihing bills to the amount of (D), thofe c h^ a p. 
who reccdve the bills from the bank, muft pay to 
the bank the value of thefe bills in bank notes ; and 
the notes with which they pay for the bills, muft 
be taken out of (A), which (A) we fuppofe to be ne- 
ceffary for carrying on domeftic circulation. This 
diminution upon the value of (A), will occafion a 
new demand for notes in order to carry (A) to its 
former extent ; and the bank at ifTuing the notes 
demanded, will receive new fecurities from thofe 
who demand them. Farther, the intereft paid 
upon thefe new fecurities, will anfwer for the pay- 
ment of the intereft of the money owing to foreign- 
ers, in confequence of the bills drawn upon them 
to the order of thofe who bought the bills from the 
bank for the payment of (D). 

This tranfa^on concluded, the confequence will 
be ; that (A) will be made up to the complete fum ^ 
neceflary for domeftic circulation ; and that the in- 
tereft of the money borroweji from foreigners, in 
order to acquit the balance (D), will be paid out of 
the intereft paid upon the new fecurities. 

As foon as (D) is thus completely paid oflF, were 
coin drawn from the bank, and fcnt away by pri- 
vate people, (exchangers, &c.) it would form a 
balance due to the country ; which balance would 
lender exchange favourable, and would occafion a 
lofs to thofe who fent away the coin. During this 
period, the more credit the bank gives, fo much 
more Will its profits increafe, and no demand can 
be made upon it for coin. ' 

To conclude : Let banks never complain of thofe 

who demand coin of them, except in the cafe when 

• 
It 
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BOOK It is demanded in order to be melted down, or for 
IV. • • . • 

domeftic circulation, which may as well be carried 

on with paper. 

And fo foon as a demand for coin to pay a fo* 
reign balance begins, it is then both the duty and 
intereft of all good citizens to be as aiTiftant as poili* 
ble to banks, by contenting themfelves with paper 
for their own occafions, and by throwing into the 
bank all the coin which cafually falls into their 
hands. As for duty, I (hall offer no argument to 
enforce it. But I fay it becomes a national concern 
to afEfl the bank ; becaufe the lofs incurred by the 
bank in procuring coin, falls ultimately on every 
indi\ridual, by raiiing exchange ; by raifing prices ; 
by raifing the intereft of money to be borrowed ; 
and, lafl of all, by conflituting a perpetual intereft 
to be psud to foreigners, out of the revenue of the 
folid property of the country. Upon fuch occa- 
fions, a good citizen ought to blufh at pulling out 
a purfe, when his own intereft, atad that of his 
country, flK>uld make him latisfied with a pocket 
book. 
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Continuation of the fame Subjecl ; and of the Prin* 
ciples upon which Banks ought to borrow Abroad, 
and give credit at Home. 

TN every c^ueftion relative to this fubjeft, we muft 
^ retjum to principles. This is the only fure me- 
thod of avoiding error. The more intelligent reader, 
therefore, rauft excufe (hort repetitions, and confi- 
der them as a facrifice he is making to thofe of flower 
capacities, to whom they are nfeful. 

The principle of banking upon mortgage, is to 
lend paper money, and to give credit to thofe who 
have.property, and a defire to melt it down. This 
is calculated for the benefit of trade, and for an 
encouragement to induftry. If fuch banks^ there« 
fore, borrow, it mud be done confiflently with the 
principles upon which their banking is founded* 
If the borrowing (hould tend to deftroy thofe advan* 
tages which their lending had procured, then the 
operation is contrairy to 4)rinciples, and abufive. 
SQmuch fof recapitulation. 

While trade flouriflies and brings in a balance, 
banks never have occafion to borrow; it is thea 
they lend and give credit. This, I believe, we may 
take for granted. 

When the country where the bank is eftablifhed 
begins to owe a balance to other nations, the bank, 
as we have feen in the laft chapter, is obliged to 

pay it off in coin or in bills* We have there fhewn, 

that 
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that in fuch cafes it is inconfiftent with their princi- 
ples and intereft, to withhold lending and giving 
credit, as far as is neceffary for keeping up the 
fund of domeftic circulation to that ftandard 
which alienation and ready-money demands re- 
quire. 

To refufe credit, and at the fame time to borrow 
at homej muft then, at firft fight, appear to be 
doubly inconfiftent. But in order to fet this point 
in the cleareft light F am capable, I (hall reafon 
upon a fuppofition analogous to the (ituation of the 
Scotch banks, and by this means avoid abftraftrea- 
foning as much as I can. 

Let me then fuppofe that Scotland, during the 
laft years of the war, ended in 1763, and ever 
(ince (I write in 1 764), from the unavoidable dif- 
trefs of the times, was obliged, firft, to import 
confiderable quantities of grain in {ome bad years ; 
fecondly,'*to refund the Englifh loans of money fet- 
tled there in former times ; thirdly, to furnifh fdme 
of the inhabitants with funds, which they thdught 
fit to place in England ; fourthly, to pay the 
amount of additional taxes impofed during the war ; 
while, at the fame time, feveral of the ordinary re- 
fources were withdrawn; fuch as, firft, a great 
part of the induftrious inhabitants who went to fup- 
ply the fleets and armies ; fecondly, the abfence of 
the ordinary contingent of troops ; and thirdly, the 
cutting off of feveral beneficial articles of commerce. 
Let me fuppofe, I fay, that from the total of thefe 
loifes incurred, and advantages fufpended, Scot* 
land has loft annually, for eight years pafl, two 
hundred thoufand pounds. I am no competent 

judge 
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judge of the exaftnefs of this eftimate, it is of no ^SJ^^* 
confequence to the argument ; but I think I have 
carried it, as I wifh to do, rather beyond the 
truth. 

On the other hand, let me fuppofc that the fum 
of currency in paper, fufficient (with the little coin 
there was) to circulate the whole of the alienations 
in Scotland (that is to fay, the whole domeflic cir- 
culation, fuppofing no balance to be owing to Eng- 
land or other countries) to be one million fterling. 
I am perfuaded I am here below the true eftimate, 
but no matter. 

Is it not evident, from this fuppofition, and from 
the principles we have been deducing, that unlefs 
the banks of Scotland had borrowed every year 
200,000/. fterling, and alienated annually in favour 
of England, a fund for paying the intereft of two 
hundred thoufand pounds capital ; the million of 
Scots currency would have been diminiihed in pro- 
portion to the deficiency: and would not the confe- 
quence of this be, cater is paribus y to bring the cur- 
rency below the demand for it ; and, confequently, 
to hurt trade, induftry, and alienation ? 

Now fuppofing the banks, inftead of borrowing 
in England a fund equal to this grand balance 
(as I have faid they ftiould do), to remain in confter- 
nation and inaftivity, giving the whole of their at- 
tention to the providing of coin and bills to fupply 
the demand of exchangers, whofe bufinefs it js to 
fend out this annual balance ; what would the con- 
fequfence be ? 

I anfwer,^ that if the banks, in fuch a cafe, do 
not follow the plan I have propofed, the confe- 

VoL^IIL R quence 
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quence will be, that two hundred thoufaiid pounds 
of their paper will be, the firft year, taken out of 
the domedic circulation of Scotland ; will be car- 
ried to the bank, and coin demanded for it. If the 
coin is found in the bank, it is well : it goes away, 
and Icc^Ycs the paper circulation of Scotland at 
800,000/. This void mud occafion applications 
to the bank fqjr credits to fupply it. Is it not then 
the intereft of the bank to fupply it? We have f^td 
in the former chapters that it is. But now let us 
fuppofe it to be objeded, that if banks (hould iflue 
notes at fuch a time, their cafli having been ex- 
haufted, they would be obliged to ftop altogether, 
upon a return of thofe notes iiTued upon additional 
credits. 

To this I repeat again, becaufe of the importance 
of the fubjeft, that notes iflued to fupport the de- 
mand of circulation never can return upon the 
bank, fo as tp form a demand for coin ; and if 
they do return, it muft be in order to extinguifh 
the fecurities granted by thofe who have credit 
in bank (I except always that regular demand for 
coin, at ^l\ times neceflary for circulating the paper 
for domeftic ufes) ; and if thofe notes return of them- 
felves, without being called in, this phaenomenon 
would be a proof that circulation Is diminifliing of 
itfelf : but fuppofing fuch a cafe to happen, it is 
plain that fuch return can produce no call for 
coin J becaufe when the notes return it is not for 
coin, but for acquitting an obligsCtion or mortgage, 
as has been often repeated*- 

Notes are paid in, I fay, becaufe circulation has 
thrown them out. Now if drculation has thrown 

7 them 
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them out as fuperfluous, it never can have occafion ^5./^^' 
for coin in their ftead } becaUfe coin anfwers the 
fame purpofe. 

But then it is urged that they do not return, bc- 
caufe circulation has thrown them out, but becaufe 
coin is wanted : be it fo. Then we muft fay, that 
circulation is not diminiihed, as we at firfl fuppofed; 
but that the return of another year's balance, makes 
a new demand for coin neceffary.' 

Now I alk, how the withholding of this 2ob,oco/i 
from circulation, after the fird year's drain, can pre- 
vent the balance from returning ? There are by 
the fuppofition dill Soo,oooA of notes in the coun^^ 
try ; will not exchangers get hold of tWQ hundred 
thouTand out of Ms fund, as well as out of the miU 
lion ? For he who owes, muji pay^ that is, muji 
circulate. It is the circulation of th^ indultrious 
only, and of the rich ; in (hort, it is buying^ that is 
to fay, voluntary circulation^ which is flopped for 
want of currency : payings that is, involuntary cir^ 
culation^ never can be (lopped ; debtors muJl find 
money, as long as there is any in the country^ 
were they to give an acre for a (hilling, or a houfe 
for half a crown* Now thofe who owe this foreign 
balance are debtors ; confequently, they mud draw 
aoo,ooo/. out of circulation, the fecond year as 
well as the firf(, whether the dandard million be 
filled up or not. The withholding, therefore, the 
credits demanded upon the fird diminution, has not 
the lead effed in preventing the demand for coin 
the year following : it only didredes the country, 
raifing exchange^ and the intered of money, by- 
l^ndering money fcarce \ and, what is the mod ab« 
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furd of all, it deprives the bank of 1 0,000/. a year 
intereft, at 5 fer cent, upon 200,000/. which it may 
iffue anew. 

Suppofe again, that a fecond year's, demand for 
a balance of 200,000/. comes upon the bank : if 
the coin is oiit, as we may fuppofe that-after the 
firft year's drain it will not be in great plenty, ex- 
pedients mud- be fallen upon. In fuch a cafe. If 
the bank do not at once fairly borrow at London 
(without any obligation to repay the capital) a fum 
of 200,000/- and pay for it a regular intereft, ac- 
cording to the rate of money, as government does, 
half yearly, on the change of London, it will be 
involved in expedients which will create a monftrous 
circulation of coin in the bank, perhaps double of 
the fum required, and all thefe operations will end 
(as to the bank) in paying this fum out of the mafs 
of its fecurities or ftock. If the bank (hould borrow 
this 200,000/. in London, in the manner we have 
laid, the circulating fund of coin will be nowife di- 
minifhed; there will be no call extraordinary for 
coin, no rifmg of exchange ; the bank will have 
this in its hands ;. and if it rife, it will be the bank, 
not the exchangers who will profit by it. 

But let us fuppofe that inftead of this, it (hould 
have recourfe to temporary credits upon which the 
capital is cohftantly demandable, or to other ex- 
pedients ftill lefs eiFedual for anfweriiig the call 
which is to come upon it for the fecond year's ba- 
lance ; what will be the confequence ? To this I 
anfwer, that thofe merchants, or others who owe 
the balance, will apply to exchsmgers for bills, for 
which they muft pay a high exchange : thefe bills 

will 
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will be bought from the exchangers with notes chap. 
(taken out of circulation), and will reduce this to 
600,000/. the exchangers will carry tnefe to the 
bank and demand coin. If the bank fhould make 
ufe of an optional claufe, to pay in fix months, with 
intereft at 5 per cent, the exchangers will obtain fix 
months* credit at' London, and in confequence of 
this, their bills will be honoured and paid. This 
credit, however, cofts them money, which is added 
to the exchange : the bank^ at the end of fix months, 
muft pay 200,000/. fterling in coin, which in the 
interval it muft provide from London. It muft pay 
alfo fix months' intereft upon the paper formerly 
prefented by the exchanger: add to the account, that 
bringing down the coin muft coft the bank at Icaft 
12 fhillings per hundred pounds, and as much more 
to the exchanger who receives it in order to fend it 
back again ; and after all thefe intricate operations 
which have coft fo much trouble, ill blood, ftagna- 
tion and diminution of circulation, expence in ex- 
change to the debtors of the balance, ftrefs of credit 
upon exchangers for procuring fo large advances 
with commiffion, &c. expence to the bank in provid- 
ing coin, expence to the exchangers in returning it: 
after all, I fay, the operation ends in this; that 
200,000/. of notes, taken out of the circulation of 
Scotland returns to the bank, who muft have pro- 
vided, at laft, either coin, or credit at London for 
them. This return of 200,000/. of notes does not 
diminifh the mafs of thofe obligations lodged in the 
bank, in virtue of which they are creditors upon 
the proprietors of Scotland : confequently the bank 
has Gonftituted itfelf debtor to £ngland for thofe 
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funds which have been torn from it in the manner 
above defcribed : confequently, had it, by a per- 
manent loan, conftituted itfelf voluntarily debtor to 
England from the beginning, it would have paid no 
more, nay lefii than it has been obliged to pay ; 
circul^on would not have loft 200,000/. and ^he 
bank would have had the intereft of 2oo,opoA adr 
ded to its former fecurities, which would compen* 
fate (^pro tanto at leaft) the expence of borrowing 
this fum in England upon a permanent fund. In- 
ftead of which it compenfates the intereft of a tem- 
porary loan, with the fame fum of intereft taken 
out of the fecurities in its hand. If, therefore, from 
an ill-groimded fear of ifTuing as much paper as is 
demanded, it fhall withhold it, there will refult to 
itfelf a lofs equal to the intereft of what it refufes to 
lend J that is to fay, there will be a lucrum cejfam 
to the bank of the intereft of this 200,000/. at 5 
per cent, or 1 0,000/. a year ; which other banking 
companies will fill up, and thereby extend their cir- 
culation. 

If, befides refufing credits, it fhould call in any 
part of thofe credits already given, it will ftill more 
diminifh circulation: but then by this operation it will 
diminilh the mafs of its fecurities, and fo diminiOi 
the fum of the intereft ai^nually paid to itfelf. If it 
go farther and borrow money at home, fuch loans 
will be made in its own paper, which will diminifli 
farther the mafs of circulation ; and if it go on re- 
calling its credits and mortgages, it will foon draw 
every bit of its paper out of circulation, tod remain 
creditor upon Scotland for the balance only it has 
paid to England on her account. Such are the 

confe- 
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confequences, when a bank which lends upon pri- ^J? .f*. 
vate fecurity withholds credit, at a time wh«i a 
national balance is due, and when applications are 
made to it for new credits, to fill up^ the void of 
circulation occafioned by the operations ufed for 
the payment of the balance : fuch alfo are the ad- 
ditional fatal confequences, when to this it adds fo 
inconfiflent an operation as that of borrowing its 
own notes, or recalling the credits it had forn^erly 
given. 

By the firft ftep, namely, by refufing credit, it 
appears paflive only in allowing natural caufes to de- 
ilroy both the bank and the nation, as I think has 
been proved. 

By the fecond, namely, by borrowing its own 
notes, it is adive in deftroying both itfelf and the 
coimtry. 

What benefit can ever a bank which lends upon 
private fecurity reap by borrowing within the couiv 
try of which it is the centre of circulation ; nay, 
what benefit can it ever reap from withholding its 
notes from thofe who can give good fecurity for 
them 1 

Every penny it borrows, or calls in, circum- 
fcribes its own profits, while it diftrefles the coun- 
try. After confidering all circumftances, I can dif- 
cover but one motive which (through a falfe Ught) 
may engage a bank to this ftep, to wit, jealoufy of 
other banks. 

As this fpeculation is defigned to lUuftrate the 
principles of circulation, from circumftances rela^ 
tive to the prefent ftate of the Scotch banks, let us 
call things by their names. 

R4 Th« 
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The banks of Edinburgh refemble, more than 
any other in Scotland, a national bank. Let me 
then fuppofe all that can be fuppofed, viz. that the 
abundance of their paper has given occafion to 
, fmaller banks to pick up from them every (hilling 
of coin which thefe fmaller banks have ever had ; 
and that thefe have had the addrefs alfo to throw 
the whole load of the balance upon thofe of Edin- 
burgh : let this be fuppofed, more cannot, and let 
us allow farther, that this^ muft ever continue to be 
the cafe. In thefe circumftances, what motive can 
the banks of Edinburgh have for withholding credit 
from thofe who are aWe to give fecurity ? What 
motive can they have for borrowing their own 
notes ? 

Indeed I can account for this plan of manage- 
ment in no other way than by fuppofing, that, dif- 
gufted at the long continuance of an unfavourable 
balance of trade againft their country, and vexed 
to find the whole load of it thrown upon themfelves, 
they have taken the refolution to abandon the trade, 

» 

and are taking this method to recall their paper 
altogether. 

Let me fuppofe the contrary, and I (hall not be 
able to difcover how it is poffible that fuch a con- 
du£k can turn to their own advantage, throwing out 
all coiifideration for the public good, which for fome 
time, no doubt, muft be greatly hurt by it. 

As long as any confiderable quantity of their 
notes is in circulation, and while the principal ex- 
changers refide at Edinburgh, they never can avoid 
the lofs of paying the balance ; confequently, by 
refufing to fill up thd void occafioned by the return 

of 
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of their llotes, they deliver the whole profit of re- c h a p. 
placing them to the other banks, their rivals. v^^ 

Let me next eftimate the lofs they fuftain by fur- 
nifliiog coin to the other banks for the payment of 
the balance ; and then compare this with what they 
lofe by not keeping circulation fulL 

I (hall fuppbfe the balance to coft them two hun- 
dred thoufand pounds per annum ; and I (hall fup- 
pofe that all ttie fmaller banks put together have 
occafion for two hundred thoufand pounds in their 
chefts : Is not this computation far above what can 
poffibly be fuppofed ? 

Will it be allowed that if the banks of Edin- 
burgh willingly fubmit to pay the whole of the bills 
of exchange demanded on London, for this ba- 
lance, they will have at lead the preference in re- 
placing this fum to circulation ? 

If they pay the balance of 200,000/. a like fum 
of t,heir notes muft come ia to them, without dimi- 
nifhing one (hilling of the intsrefl paid upon the fa- 
curities lodged in their banks; confequently, the 
only lofs incurred is . the difference between the in« 
tereft they receive, which is 5 per cent* and what it 
would colt them to borrow a like fum in London, 
and to remit the intereft of this fum twice a year. 

Now the valuq of a 4 per cent, is at prefent about 
96 ; fo in paying 40/. half yearly on the change of 
London, the Edinburgh banks may have at London 
a capital of 96/. Let me call it only 94/. fuppoling 
their credit not to be quite fo good as that of the 
funds. I think it as good to the full ; and I am 
fure it is fo. At this rate, the 200,000/. will coft 
them an intereft of 8510/. inftead of the 10,000/. 

which 
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which they will recaye for the like lum added to 
their former fecuftties. Now let me fuppofe that 
they (hall have recourfe to exchangers to remit this 
intereft, and that they fhall pay for it 5 per cent. 
f which is an abfurd fuppofition, as they will have 
the exchange entirely in their own hands) and that 
they give all the bills for the 200,000/. at par (alfo 
a ridiculous fuppofition) ; the ^per cent, on 8510^ 
is 42 5A \os. which added to the intereft, makes 
8935/. 10 J. fo that after all, they will have upon 
the whole tranfafiion 1064/. ioj. of profit. 

Next, as to the lofs incurred in fumifhing 
200,000/. to the other banks : If this coin be de- 
manded of them by thofe banks, the demanders 
rauft, for this purpofe, draw 200,000/. of Edin- 
burgh notes out of the circulation of Scotland; 
which I have fuppofed may be replaced in fome little 
time by the Edinburgh-banks ; confequently, if this 
fum alfo be borrowed at London, there will refult 
upon this operation, as well as upon the laft, a 
profit of 1064/. I ox. But then indeed they muft 
be at the expence of bringing down the coin bor- 
rowed, at 1 2 J. per 1 00/. becaufe thofe banks will 
infift upon having coin, and refufe bills on London. 
This will coft 1200A from which deduft the profit 
of 1064/. loj. gained by the firft operation, re- 
mains of lofs upon this lafl tranfaftion .135A ioi«* 
no great fum*. Does it not follow from this rea- 

foning, 

* Wc are not to fuppofe Uiat this yearly balance of 20o>ooo/. 
18 always to continue. We have feen how it has been occafioned 
by a courfc of unfavourable circumftarices, which have run Scot- 
land in debt ; wc have feen how the banks may interpofc their 
credit, in order to aflift the country in paying it ; and v«c (hall 

fee, 
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foning, that the banks of Edinburgh will have the c h a p. 
whole bufinefs of exchange in their own hands i 
What exchanger then will enter into competition 
with them? The domeftic tranfadions with the 
merchants and manufacturers of Scotland will be 
thdr only bufmefs. Farther : 

What prevents the banks of Edinburgh to have 
offices in every trading town in Scotkmd, where 
their notes may be regularly paid on prefentation, 
and new credits given as circulation demands them ? 

The only obje£tion I can find to this - plan of 
banking, is the difficulty of finding credit at Lon* 
don to borrow fuch large fums. 

This, I think, may alfo be removed, from the 
plain principles of credit. If the banks of Edin- 
burgh enter into a fair coalition, as they ought to 
do, I think, in order to form really a national bank, 
totally independent of that of England ; may they 
not open a fubfcription at London, and eftabliih a 
regular fund of their own, as well as any other 
company, fuch as the India, or South Sea? By 
borrowing in the beginning at a fmall advance of 
intereft above the funds, and paying as regularly a^ 
government does, will not all thofe who make a 
trade of buying and felling flock fill their loan, ra- 
ther than inveft it in any other carrying a lefs intc* 



fee, before we difmifs this fubjcd, how they will be enabled to 
repay it, and fct Scotland free, by a return of a fsrrourable ba- 
lance upon their coaunerce. Let it then be remembered, that 
all thofe contrails in England are properly the debts of Scot»- 
land, not of the banks. Scotland, therefore, and not the basks, 
muft be at all the expence thereby incurred. Thcfe points fhall 
be explained as we go along. 

reft^ 
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reft ? And if the whole land fecuritics, and (locks 
of thofe banks at Edinburgh be pledged for this 
loan, will it not (land on as good a bottom as any 
fund upon earth ? And can it be doubted but par- 
liament will eneourage fuch a fdheme, upon laying 
the affairs of Scotland and the banks properly before 
them ? 

By this means they will really become a national 
bank : becaufe England feems at prefent to be to 
Scotland, what all the reft of the world is to Eng- 
land. Now, the bank of England has no fuch 
fund of credit on the continent, that I know j and 
were that country to fall into as great diftrefs, by a 
heavy balance, as Scotland has, fhe would find as 
many difficulties in extricating herfelf by domeftic 
borrowings, bank circulation, &c, as Scotland has 
found by the like domeftic expedients. She would 
then be obliged, for her relief, to have recourfe to 
a fund opened in Holland, Spain, or Portugal, like 
to what I propofe for Scotland with refpeft to Eng- 
land. 

I have heard it alleged, that the whole diftrefs 
Dccafioned to the banks and circulation of Scot- 
land, was occafioned by a falfe ftep taken by them, 
fome years ago ; at the time when the lownefs of the 
Englifh funds, and a profped of a peace, occafioned 
great remittances from Scotland, and a withdraw- 
ing of the large capital of, perhaps, 500,000/. ow- 
ing in Scotland to Englifh perfons of property. 

At that time, it is faid, the banks imprudently 

launched out in, giving extenfive credits to the debt- 

ors of thofe capitals, and to thofe who wanted to 

remit the funds they had fecured in the hands of 

4 people 
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people who could not pay them ; that this threw a chap. 
load of paper into circulation, which it could not 
Tent, being far beyond the extent, of it ; and that, 
confequently, the paper came back upon the bank, 
produced a demand for coin, which foon ex- 
haufted, in a manner, all that was in Scotland ; 
.and that the country has never been able to recover 
itfelf fince* 

This reprefentaiion is plaufible, and has an air 
of being founded on principles : in order therefore 
to ferve as a further illuftration of the fubjeft of cir- 
culation, I ihall point oijt where the fallacy of 
it lies. 

It is faid the banks did wrong in giving thofe 
credits. I fay, they did right ; but they did wrong 
in not providing againft the confequences. 

Had they refufed the credits, the Englifti and 
other creditors would have fallen direftly upon their 
debtors, and obliged them to pay, by a >fale of 
their lands, at an under value; which, I think, 
would have been an infinite lofs to Scotland. In 
this way the price would have been paid in bank 
paper, taken out of circulation ; for we have faid, 
that he who owes muji pay^ be the confequence what 
it wilK This paper would have come upon the 
banks at any r^te : and being a balance due to 
ftrangers, muft have been paid by the banks. The 
banks therefore did right to fupply the credits de- 
manded ; but then they might have forefeen that 
the whole load of paying thofe debts would fall 
upon them j which' they being in no capacity to do, 
ihould have immediately pledged in England, the 
mtcreft of the credits they had given out, after fup- 

plying 
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plying the want of Scots circulation, and when 
the notes came in, they would have had at Lon- 
don the capital of that intereft prepared for paying 
them off, and no inconvenience would have been 
found. 

The only thing then the banks feem to have mif- 
judged, was the granting thoTe credits too haflily, 
and to people who perhaps would not have inveflied 
their funds in England, had it not been from their 
facility in giving credit. 

Banks dierefore (hould well examine the flate of 
circulation, and of the grand balance, in difficult 
times, before they give credit. If circulation be 
full, they may, with juftice, fufpef): that the cre- 
dits are demanded with a view of expediency, to 
tranfport property out of the country, which other* 
wife may remain. But in favour of circulation, or 
in favour of what may be exaded by foreign cre- 
ditors, J[)anks never can misjudge it in giving credit ; 
becaufe, if they fhould refufe to do it, they in the 
firft place incur a lois^ themfelves ; and in the fe- 
cond place, they diminifh the fund of circulation, 
and thereby hurt the coimtry. Now when, at fuch 
times, a credit is aiked or given, that demand is a 
warning to banks to prepare ; and by preparing 
they are ready, and no lofs is incurred. 

Upon the whole, it is an unf^akable advantage 
to a nation to have her foreign debts paid by her 
bank, rather than to remain expofed to the de- 
mands of private foreign creditors ; becaufe, when 
a bank pays them, I fuppofe her to do it upon 
a loan in the funding way, where the capital is not 
demandable by the creditor ; whereas when pri- 
vate 
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vatc citizens are debtors to ftrangers, the capitals <^^.ap» 
are always demandable ; and when a call comes 
fuddenly and unexpeftedly, the country is dif- 
trefled. What would become of Great Britain, 
were all her debts to ftrangers demandable at any 
time ? 'It is the individuals who owe, in effeft, all 
that is due to foreigners ; becaufe they pay the in- 
tereft : but they pay this intereft to the public ; 
and the public appears as the debtor to all ftrangers, 
who have no right to exaft the capital, although 
the ftate may fet itfelf free by making payment of 
it whenever it is convenient. 

I have faid above, that after all my reafonings, I 
could difcover but one motive to induce a bank to 
withhold credit at a time when it was demanded for 
the ufe of domeftic circulation, viz. jealoufy qf 
other banks. What my combinations could not 
then difcover, my inquiries have fince unfolded. 

It is faid, that the banks finding fo great a pnv 
penfity in the inhabitants of Scotland to confume 
foreign manufactures and produce,' fell upon this 
expedient for calling in the old, and for refudng 
new credits, in order to cut off fuch branches of 
hurtful luxury and expence. 

Could the execution of fuch a plan prove a re-> 
medy againft the vice complained of, this circum^ 
ftance alone would more clearly demonftrate the 
utility of banks upon mortgage, than all I have 
been able to fay in favour of this eftabliihment. 

Let us therefore have recourfe to our principles, 
in order to difcover what influence a bank can have 
in this particulan 

We 
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We have diftinguifhed between necejfary and vo- 
luntary circulation : the necejfary has the payment of 
debts ; the 'Mluntary has buying for its ob]e£t. 

We have faid that he who owes is either a bank- 
rupt, or vmji pay^ as long as there is a fhilling in 
the country. 

But he who buys, or inclines to buy, mujl have 
money ^ or he can buy nothing ; for if he buys on 
credit, he then falls immediately into the former 
categoiy, and muji pay. 

By withholding money for the ufes of circulation, 
which banks may do for fome time, buying may be 
flopped ; paying never can. 

Now if the mafs of money in circulation be 
brought fo low, as that the higher claffes of the 
people, who confume foreign produftions, cannot 
find money to buy with, what are we to fuppofe 
will be the cafe with manufafturers, and with the 
merchants who buy up their work ? Could this 
operation of the bank aflfed the higher clajfes only, 
by curbing their anti-patriot expences, without 
afFedling the lower clajfes^ by curbing their induftry, 
I Ihould think it an admirable difcovery. If it 
even could be made to affed thofe .merchants and 
(hop-keepers only, who deal in foreign commodi- 
ties, fo as to difcourage them from carrying on 
that bufmefs, there would refult from it a notable 
advailtage. 

But alas ! wherein are they hurt ? They trade 
in fuch commodities, not becaufe they are bad ci- 
tizens, but becaufe they are freemen, and feek for 
profit wherever the laws permit. 

Perhaps 
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Perhaps, they find more difSculty than other chap. 
people in forcing coin from the bank, as matters 
(land : perhaps, they are loaded vdth opprobrious 
appellations for extorting fuch payments from the 
bank : perhaps, their credits "with the bank are re^ 
called. But muft not thofe who buy from them, 
pay them f And muft not the bank give com, or 
^ bills, for the notes they receive, when prefented 
for payment ? Why, therefore, throw difficult 
ties in the way i AU the world knows, that no 
human engine can preveiit a merchant from lay- 
ing all the expences of his trade upon the con** 
fumer. Correct the tafte of the confumers, and 
you may ftop the trade : no other reftraint will be 
of any confequence. But in order to correft the 
tafte of confumers; do not deprire them abfo- 
Iiitely of money ; becaufe the money the extrava- 
gant landlord receives, comes from the induftrious 
ikrmer, for the price of his grain, &c. Would it 
be a good fcheme for preventing foldiers from 
drinking brandy, to cut off their fubfiftence-mo- 
ney ? Give a drunkard but a penny a day, it wJU 
go for liquor ; and thofe who are fond of foreign 
clothing, will take the price of it from their bellies, 
to put it on their backs. 

If this fcheme of the bank's withholding credit, 
prove, at prefent, any check to thofe dealers iji 
Englifli goods, it will be but for a very fhort time. 
They have been taken by fiirprize ; and perhaps, 
thrown into inconveniences from an unexpefted 
change of bank management ; but as long as there 
is a demand for fuch conmiodities, there will be a 
Vol. m. S fupply 
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Aipply of them ; and when people owe, they 
mujl ^ay. No operation of a bank can prevent 
this. 

I mufl, therefore, according to principles, dif- 

approvc of this public-fpirited attempt in the banks 

of Edmbnrgh ; becaufe, if it fhould fucceed, it 

will have the effedt of ruining all the trade and in- 

duftry of Scotland, in order to prevent the fale of 

•Englifh goods : and if it does not fucceed, which is 

more than probable, from the afliduity of other 

banks in fupplying credit, it will have the effeft of 

'ruining the banks of Edinburgh themfelves. 

• This ftep, of calling in the bank credits, and 

opening a fubfcription for a loan, is reprefented by 

others in a light fomewhat different. 

By thefe it is alleged, that in the beginning of the 
year 1762, when the Edinburgh banks withdrew 4 
of all their cafh accompts, and opened a fubfcrip- 
tion for borrowing their own notes, at an intereft 
of 4, and even ^ per cent, the demand for money, 
to fend to England, was not occafioned by the 
great balance owing by Scotland, but to the high 
premium money then bore at London ; becaufe, 
fays the author of a letter to J . . . F ...... . £fq; 

publifhed at that time, 

" This demand arifes from a profit on carrying 
^* money to London, as a commodity^ and not as a 
*' balance of trade." 

It is not edfy to comprehend how there could be 
much profit in carrying money to London at 3 per 
cent. lofs by exchange, from Scotland, where it 
bore 5 per cent, intereft. 

6 ^ It 
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It 18 true, that at certain times, there were con- chap. 
fiderable profits made updn (lock-jobbing ; by 
which fome won, and others were ruined. I agree, 
that the country was greatly hurt by the folly of 
thofe who played away their own property, and by 
the roguery of others, who borrowed that of their 
neighbours, with an intention of gaming at their 
rifk. But is this a vice which any bank can cor- 
reft, while is has a note in circulation ? 

Had it therefore been a fentiment of patriotifm 
which moved the banks to fuch a plan of conduft, I 
fay tl^ey thereby did more hurt to induftry, by 
contradUng circulation, than good to Scotland, by 
attempting a thing which was beyond their power 
to accomplifli. 

If they w6re ihoved to it by a principle of felf- 
prefervation, 1 fay they lofl their aim, by cutting oflf 
their own profits, which would have done much 
more than indemnify them for the lofs of borrow- 
ing at London, at the time wheii money there was 
hardeft to be got : for whatever exorbitant expqnce 
of exchange gamefters may incur, to procure 
ready money to play with, the rate of the (locks at 
that time never was fo low, as to afford a profit 
upon money remitted at 3 per cent, lofs by ex- 
change, while that money was. bearing ^ per cent. 
intered at home. 

The lowed rate of (locks was in January 1762. 
Towards the end of that month 3 per cents. {t\l to 
63! : this makes the value of money to be about 
4/. 12s. per cent. In thefe funds, certainly, no 
body could inveft, with profit, money feat from 

Scotland. 

Sa > After ^ 
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After the new fubfcription had been open for 
fome time, fcrip indeed, or 4 per cent, fell in this 
month fo low as 74.^, that is, money rofe to 5.4 
per cent, whereas had fcrip flood at the proportion 
of the 3 p& cents, it (hould have been worth about 
84 : but at the beginning of a war with Spain, 
when the minds of men were depreflled, and filled 
with apprehenfions, and when a new loan was per- 
haps expected at a higher interefl than ever govern* 
ment had given, was it natural for people to be 
fond of invefling in a 4 per cent. fl%ck« which was 
to fall to 3 per cent, in a few years ? 

Befides, let us examine the profit to be made by 
invefling even in this fund. loo/. produced in 
Scotland 5/. interefl, this capital remitted to Lon^ 
tlon at 3 per cent, exchange, was reduced to 97/. 
now if 74.5/. produced 4/. the produce of 97/. 
would be about 5A 4/. Would any man for the 
fake of 4- per cent, advance of interefl on money 
remitted, ever thihk of fending large Aims to Lon- 
don to be invefled in a falling flock ? 

I allow that, upon opening fubfcriptions, * great 
jnrofit was fometimes made by thofe who con- 
trafted with government, and who received the 
fubfcriptions at prime cofl. But this profit de- 
pended entirely upon the fubfequent rife of the 
fubfcription, when the original fubfcribers brought 
it firfl to market ; as alfo from the fmall fums they 
htd advanced : this operation was dver before the 
•end of January 1762. The fmallnefs' of the fum 
advanced, upon which the profit was made, and 
the miniflerial interefl which was neceffary to ob- 
tain a (hare in thofe fubfcriptions, rendered it ex- 
tremely 
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tremely difficult for people in Scotland to (hare in 
the profit by remitting large Aims ii^ the proper 
point of time« < 

Fiuther, might not the banks, in the fhort pe- 
riod during which fuch iarge profits were made, 

had they had the* exchange in their hands, have 
raifed it fo high as to fruftrate the attempts of our 
Scots gamefters ? If it be faid, that exchangers 
would have difappointed them, by giving it lower ; 
I anfwer in the negative : becaufe with this fet of 
men exchange will rife, of itfelf, in proportion to 
the value of money in the place to ivhicb pe&ple in" 
dine to remit it. And could money at any time 
bring in, at London, 20 per cent, intereft, ex- 
change upon that place would rife univerfally in 
proportion. 

The only motive, not already mentioned, for 
fending money to London at this time^ under fo 
great difadva];itages, was the profpeft of a great 
rife upon the flocks, in the event of a peace. 
Upon which I pbferve, that the value of that pro- 
bability was included in the then price of flock ; 
and had the probability of a peace, in January 
1762, been gresLt, flocks would have rifen in pro- 
portion : he, therefore, who vefled his money in 
flock, by remitting from Scotland at that time, 
upon an expeflation peculiar to himfelf, I confider 
as a gamefler, and as an ignorant gamefler too ; be- 
caufe he was giving odds upon an equal bett. Thia 
every man does, who, without any profpeft of a 
profit peculiar to himfelf, pays a high exchange to 
J)ring money to a market, where be buys at the 

S3 fame 
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fame price with thofe who pay no exchange 
at all. / 

From thefc confiderations, J am led to differ 
from the ingenious author of the letter to J. F. 
Efq; whO'fays^ " That in the prefent cafe" (the 
circumftances operating in January 1762,) " the 
** demand" (for money to remit to London) 
'^ is unlimited, and no provifion the banks can 
** make can be of ufe ; on the contrary, could 
** they find a treafure, fuppofe of a million, it 
" would only ferve to increafe it ; becaufe this 
** demand arifes on a profit on carrying money to 
*^ London as a commodity, and not a^ the balance 
*^ of trade," 



CHAP. XIV. 
0/ optional Claufes contained in Bank Notes. 

A S we are examining the principles upon which 
-^^ banks of circulation upon mortgage, which 
iflue notes payable in coin, are eftablifhed in Scot-p 
land, it is proper to take notice of every circum- 
ftance which may arife from the extenfive combi- 
nation of thQ interefts of trade and circulation, ef- 
pecially when we find fuch circumftances influen- 
cing the political welfare of fociety. 

An optional claufe in a bank note is added to 
prevent a fudden run upon banks, at a time when 
more coin may be demanded of them than they 
;u:e in a capacity to pay, 

Banki 
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* Banks not regulated by ftatute, are private con- chap. 
ventions, in which the parties may include what 
conditions they think fit. Banks, therefore, may 
infert in their notes, the conditions they judge moft 
for their own advantage. Thus, *they may either 
promife peremptory payment in coin upon demand, 
or they may put in an alternative, that in cafe they 
do not choofe to pay in coin, they may pay in bills, 
or in transfer of their ftock, or in other circulating 
paper not their own ; or they may ftipulate pay- 
ment at a' certain time after the demand, with inte- 
reft during the delay. All thefe alternatives are in- 
ferted, in order to avoid the inconvenience of run* 
ning fhort of coin, and of being obliged to flop 
payment altogether.' 

W/C have faid above, that the profits of banks 
confifl in their enjoying the fame intereft for the 
notes they lend, as if the loan had been made in 
gold or filver. This is a very great objeft, no 
doubt ; ,but the policy of nations has eftablifhed it, 
;imd therefore we fhall fuppofe it to be an incontro- 
verted principle^ 

In which ever 'yay, therefore, an optional claufe 
is inferted, it fhould be fuch as to cut off all profit 
from the b^k, upon ;all paper prefenteld for pay- 
ment, froni the time of prefentation ; and every 
artifice ufed to fufpend the Hquidarion of the paper, 
£0 the advantaM of the bank, and prtjudice of the 
bearer, fhoul4be confidered as unfair dealing in 
the bank, and prohibited by law. 

When the optional claufe has no tendency to 
procure an advantage to the bank, in prejudice of 
tjie holder of the paper (except as far as the holder 

84- is 
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tf thereby deprived of the ufe of the coin, which 
on certain occafions cannot be fupplied by the 
paper), it becomes the duty of a ftsltefman to ex- 
amine how fiar it is expedient to fuflfer fuch ftipu- 
lations to be inferted in a money, which is calcu* 
lated to carry on the mercantile intereft of the na* 
tion. 

Banks, we have faid, are the fervants of the 
public, and they are well paid for their fervices. 
Although the notes iflued by them are not com- 
monly made a le^al tender in payment ; yet the 
confequence of a wel| eftabliihed bank, is to render 
them fo eflential to circulation, that what is not a. 
legal obligation becomes one, in foR^ from the 
force of cuftom. 

Let ps therefore examine the advantages which 
refult to banks from this optional claufe, and the 
lofs which refults to a nation from their ufing it, 
and th^ compare the advantages with the inconve* 
niences, in order to determine whether it be expe- 
dient to permit fuch obdru&ions in the circulation 
of paper. 

The advantage which banks reap is confined to 
that of gaining time, at the expence of paying in^ 
tereft. The intereft paid by theni is an aukward 
operation. They receive intereft for the note ; be- 
taufe they have in their pofifeflion the original fe* 
curity given for the notes when they were firft 
iflued ; and they b<;gm to refu^id this intereft lo 
the holder of the note from the time they avail 
themfelves of the optional claufe. Could banks, 
therefore, borrow coin in a moment, at the fame 
intereft which they jjay to the bolder of the note, 

they 
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they w6uld certainly never make ufe of this op* chap. 
tional claufe. But this coin can not \}t found in a 
moment ; and the banks, to iave themfelves the 
trouble, and the ezpence of augmenting their fund 
of coin, or of procuring a fund in another country, 
upon which they might draw for the payment of 
that national balance, which, by becoming banks, 
they tacitly engage to pay for the nation ; render 
the credit of individuals precarious with ftrangers^ 
and raife a general diftrufl in, the whole fociety 
which they ought to ferve. Here then is a very 
great lofs refulting to a nation from the eflabUfli- 
ment of banks. Were no bank eftabliflied, no 
merchant would contract a debt to ft rangers, with- 
out forefeeing the ready means of difcharging it 
with the coin circulating in the country. In pro- 
portion as this coin came to diminifli, fo would fo- 
reign contrads of debt diminifh alfo*. Thus credit^ 
at leaft, might be kept up, although trade might 
be drcumfcribed, and manufadures be difcou- 
raged.^ Now when, in order to advsmce trade and 
encourage manufaftures, a ftatefman lends his 
hand toward^ the melting down of folid property, 
sind countenances banks fo far as to leave this opera- 
tion t6 them, with the emolument of receiving m^ 
tereft for all their paper ; and when, in order to 
facilitate the circulation of this paper, the very in- 
habitants concur in throwing all their fpede into a 
bank, is it reafonable to indulge banks fo hr as to 
allow them to add an optional claufe, which difap- 
points the whole fcheme, which ftops trade, ruins 
manufa&ures, raifes the intereft of money, and 
renders the operation of melting down property 

quite 
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quite ineffedual for the puq}ores which it was in- 
tended to anfwer. Farther : 

The lofs a bank may be at, in providing coin, is 
fufceptible of eftimation, let it be brought from 
ever fo diftant a country ; becaufe we know that 
the quantity to be provided never can exceed the 
value of the grand balance. But who can eftimate 
the lofs a nation fudains, when an interruption is 
put to the carryir.Q- on of trade and manufaftures ? 
When the induftrious clafles of inhabitants are 
forced to be idle for a fhort time, the confequences 
are hardly to be repaired : they ftar^^e, they defert ; 
the fpirit of induftry is extinguifhed : in fhort, all 
goes to ruin. 

Befides, when banks do not lay down a well di- 
gefted plan for paying regularly, and without com- 
plaining, this grand balance, due to ftrangers, they 
are forced to have recourfe to expedients for pre- 
ferving their credit, more burdenfome, perhaps, 
than what is required . of them ; and not near fo 
eflfeftual for removing the inconveniences com- 
plained of. 

The expedients they fall upon to obtain credit, 
coin, and bills, are fo various, and fo compli- 
xrated, that bankers alone are able to explain 
them. 

Sometimes we fee them entering into contraSs 
with private merchants and exchangers, f living 
among them/elves ! ) who engage for a certain pre- 
mium to furnifli coin as it is demanded. The con- 
fequence of this is, to expofe the bank to a new 
demand for coin, from th^ very contraftors, in 

order 
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order to fulfil their engagements ; an abufe we have c ha p. 
taken notice of above in fpeaking of the bank circU' 
lation of England.^ 

Let us fuppofe that thefe undertakers for coin 
do really fet out by doing in part what banks 
fhould effedtially do thcmfelves, that is, by bring- 
ing from another nation the coin which they are 
to fupply. What is the confequence ? The banks 
pay the undertaker for this coin in their own notes. 
Did they only engage to pay a certain intereft for 
the coin fo provided, then the end would be ac- 
complifhed, with the additional expence to them of 
paying the undertaker for his expence, trouble, 
and profit. But if they, inftead of paying intereft 
for the coin fo furnifhed, (hall iffue their notes for 
the full value of it, fuch notes can never enter into 
domeftic circulation, fo as to be kept up in it ; be- 
caufe it is not domeftic circulation which has de* 
manded them : they muft then return upon the 
bank, either from the very hand who received 
them, or at lead, after a fhort circulation ; and 
thus draw out again the whole coin fumifhed by 
the undertaker. This produces a prodigious circu* 
lation of coin, and induces people to imagine that 
either the grand balance i^ inexhauftible, or that 
the premium tipon money at London is very high3 
or that people can contrive a fictitious balance, as 
a means of profiting upon coin, after the balance 
has been adually paid*. 

♦ The dircdors of the bank of England have had recourfe to 
a like expedient with as little fucccfs. They ufcd, during the 
war, to buy up, vith their paper, the coin brought in by pri- 
Tateers ; and after they had been at this trouble, the notes they 
}iad given for it returned -upon them^ and drew it out again. 

This 
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This method of providing coin is abfolucely de- 
luiive, and opens a door to infinite abufe. Thofe 
v^ho fumifh the coin to the bank, are either in a 
concert againft the bank, and draw it out as fad 
as they throw it in ; or they are not in a concert : 
if they be in a concert, they profit by it ; if they 
be not, they are hurt by their contraft, and other 
exchangers draw the advantage ; but the bank is 
equally a lofer in both cafes. 

Let me fuppofe that they are in no concert, and 
that they honeftly procure the coin at their own ex- 
pence. If the bank pay them notes for the coin 
they fumifli, we muft fuppofe that the coin they 
have procured, is not in confequence of a loan, 
but of a credit given them in the place from which 
the coin is fent : for I never can fuppofe that any 
merchant will borrow coin upon a loan^ and lie 
out of fo large a capital while he has bank notes in 
his hand to pay what he has received. If he have 
procured this coin upon credit^ will not this credit 
when it comes to be replaced, augment the grand 
balance againft the nation in favour of the country 
or city which granted that credit ? And muft not 
that balance be paid by exchangers out of the coin 
received by the bank? If, therefore, we fuppofe 
that the undertaker does not draw out the very coin 
he had juft delivered into the bank, will not ex- 
changers do it for him ; will not they be ready 
with notes, as foon as the coin is lodged in the 
bank, to draw it out, and fend it off, in order to 
fumifh the undertaker with bills to fill up his credit, 
for the coin he had received from people refiding 
in the place to which the exchangers have fent coin, 

to 
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to be ready to anfwer their draughts ? Does this ^ c h a p. 
differ in the lead from what is called drawing and 
redrawing, which is fufficient to ruin any man, 
and mufl not a like practice ruin a bank, by raifing 
exchange to a mohdrous height ? 

This being the cafe, the fliorteft and the beft me- 
thod for preventing fuch abufes, is to oblige banks 
to pay upon demand, in coin or bills, at the option 
of the holder of the note. This will force them 
into the method for providing them ; to wit, fairly 
to borrow money from nations to whom we owe, 
and to pay a regular intereft for it, without an ob- 
ligation to refund the capital, until the grand ba- 
lance (hall take a favourable turn ; in which cafe, 
the banks will regorge with coin drawn from 
{Irangers ; and thefe ftrangers will then find as 
great an intereft in being repaid, as the bank found 
in borrowing from thenij while the balance was in 
their favour. 

We have faid^ that a ftatefman (hould oblige all 
public banks to pay regularly upon demand, in 
coin or bills, at the option of the holder of the 
note. But then hemuft facilitate to them the means 
which* he has in his power for providing themfelves 
with the coin, or bills demanded. 

For this purpofe, he muft, firft, provide them 
wit^ a mint ; for how, without a mint, can a bank 
convert into coin the metals it may provide from 
other countries ? Next, he muft put that mint 
under fuch regulations as to cut off all profit irom 
money-jobbers, who will be ready to draw the coin 
out of the bapk the moment they find the leaft ad- 
vantage in tampering with it. In-order to prevent 

this 
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this abufe, a reafonable rate of coinage (hould .be im- 
pofed, according to the principles laid down in the 
third book ; and when banks have occafion to pay 
. a balance out of the nation's coin, a drawback for 
fart of the coinage fhould be given them. This 
drawback will fupport the value of the coin, and 
the lofs of the remainder of the coinage will engage 
them to export bullion preferably to coin, when it 
is to be found : and if no drawback were given, 
the coinage would be totally loft to the bank. 

When this deduftion is given, the coin muft be 
melted down, and ftamped in bars at the mint ; 
both in order to prevent frauds in the drawbacks, 
and to difappoint ftrangers who receive it at the 
price of bullion, from gaining the price of coinage 
when they return it back. And Jn the laft place, 
all light coin fhould be baniftied from circulation, 
and made to pafs by weight, for bullion at the cur- 
rent price of the market. All banks fhould both 
receive and deliver coin by weight, when the furais 
are fo confidefable as to require full bags of coin 
to pay them. It is not here necefTary to repeat 
' what has been faid upon this fubjedt fo much at 
length in another place. v 

The method of facilitating to banks the means 
of providing bills for the payment of foreign ba- 
lances, is, fecondly, to aflift them in procuring 
loans beyond the diftridt of thijir own circulation. 
If government fball be fatisfied that the intention of 
demanding fuch loans, is to enable the bank to in- 
terpofe their credit in favour of the trade and in- 
duftry of thofe who circulate their paper, and who 
have 1x6 way of paying fucif balances, but with 

their 
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their folid property ; in this cafe, government will 
undoubtedly, affilt the bank in obtaining loans for 
fo national a purpofe, by declaring the fecurity, 
upon which they defire the loan, to be good, and 
by becoming anfwerable to the public for the foil* 
dity of it. 



CHAP. XV. 

Of fiihaltern Banks' of Circulation^ and of their Coin^ 

petition ivith one another. 

TXTE have hitherto treated of the principles which 
influence national banks of circulation, we 
now come to examine fome peculiarities attending 
banks of a fubaltem nature, which for the -moft 
part truft to the nation?kl bank for all fupplies of 
coin } and when this refource fails them, they are 
thereby involved in difficulties which are not eafily 
got the better of. Befides this inconvenience, to 
which all fubaltem banks are fubjefl:, they are 
frequently expofed to competition with one 
another. 

A national bank enjoys fuch great advantages 

from the flability of its ci-edit, and the regularity 

of its operations, that it is not eafy for any other 

private company to eftablifh themfelves upon the 

. fame folid fy ftem. 

When any banking company is eflablifhed, 
which draws its fupport from a national bank, the 
facility of carrying on the bufinefs by fo ^reat an 
aililtance, naturally engages other companies to 

imitate 
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imitate their example. From thence arifes a com* 
petition. All fuch banks begin to confider the cir« 
culation of their own diftrid as their undoubted 
property, and they look with an eye of jealoufy 
upon every note which does not carry their own 
mark. 

The great point of thdr ambition is to gain 
credit with the national bank ; and could they prer 
vail with that company to receive their notes, or to 
give them credit for their draughts, in cMes of ne- 
ceflity, they would be at their eafe ; becaufe the 
national bank would then be at the whole expence 
of providing coin and bills, and they would have 
nothing to think of, but to extend the fphere of 
their own circulation. 

With refpefl to all thefe fubaltem focieties, the 
national bank will no doubt (leer an equal courfe. 
I fuppofe every one of them to be fettled upon 
good fecurity ; without which they do not .deferve 
the name of banks. 

In proportion to their (locks, and according to 
the (late of the national balance, they may, as 
well as any private perfon, on many occafions, 
draw confiderable fupplies of coin from the national 
bank, without lying under any obligation to it ; 
becaufe when exchange is low, they can realize any 
part of their (lock mto coin, out of the national 
bank, at very little lofs, excepting the intereft of 
it: for intered muft always be reckoned upon 
every guinea which lies in their che(l?. 

Did thefe banks confider one another in a proper 
light) they mull fee in aa inftant that the Iblidity 

of 
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pf every one is equally good ; becaufe I now fup- chap. 
pofe them all {landing upon the principles of pri- ^.-^ 
vate, not riiercantile, credit, as above explained. 

What benefit then can they poflibly reap from 
their mutual jealoufies, from gathering up each 
other's notes, and coming with a run upon one 
another from time to time ? The confequences of 
this will be, to oblige themfelves and others to pre- 
ferve for domejiic circulation,^ larger quantity of 
coin than is neceffary, and thereby to diminifti their 
own profit : to take up their attention in providing . 
againft their own reciprocal attacks, and thereby 
neglefl: the providing a fupply for that demand 
which is indifpenfable ; to wit, the payment of the 
grand balarice due to other nations ; at which time 
the refource of the national bank will certainly fail 
them. The managers of every one of them will 
pretend that it is they who are faddled with this bur- 
den ; but the nature of the thing will fpeak for 
itfelf. 

Wherever this grand balance is tranfafted, the 
exchangers of every city will have recourfe to the 
bank there eftablifhed ; and if there be more than 
one, that bank. which pays with the greatefl readi- 
nefs will have the befl credit, the moft notes in cir- 
culation, and the largeft profits upon the whole. 
If any one be found flow, or backward in paying 
its paper, exchangers will be the more punctual in 
making their demand for payment, and they will 
even be averfe to receiving fuch notes from theii: 
correfpondents. 

Every man who has occafion for credit froni a 
bank, will apply to that whof« notes are the moft 

Vol.. HI. T cfteemed. 
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cftcemed. In fhort, there will be profit in the main, 
to the bank which pays the beft, although I allow 
that at particular times there may be fome additional 
inconveniences^ unlefs a regular plan be laid down 
on the principles above deduced. 

This however is a vague reafoning ; becaufe the 
matter of faft' is not known. All that can be faid 
with certainty, is, that while no public regulation 
is made with regaru to banking, every one will 
carry on the trade according to his views of profit ; 
and private ^nimofities between different companies, 
will tend only to diftrefs the nation and them- 
felves, as t xp^rience has, I believe, difcovered. 

If, as matters ftand, a very great inconvenience 
refult to Scotland from the want of a communica- 
tion of paper credit with England, and if thereby 
• an exchange of 4 and even 5 per cent, have been 
paid for bills upon London, becaufe all the coin in 
Scotland is locked up in banks ; I afk what would 
be the coiifequence, if banks had their will in ba- 
niftiing from the circulation of their own diftrift, 
every other notes but their own ? In this cafe, we 
might, in a fhort time, find an exchange of 4 and 
5 per cent, between Fife and Lothian, between 
Glafgow and Ayr, and fo of the refl. What would 
then become of manufacturers, who toxxXA not dif- 
pofe of their work at the diftance of a few miles, 
without having recourfe to exchangers for their 
payment ? If fuch an abufe were once allowed to 
creep in, there would be no other remedy but to 
deftroy banks altogether, and throw the little coin 
there is into circulation, 

On 



CHAP. XVI. 

Of form Regulations proper to be made with regard to 

national Banks. 

FROM what has been fai4 we may conclude, that 
were a national bank upon mortgage, eflab- 
lifhed on a plan calculated to anfwer the purpofes 
of the moft extenfive domeftic circulation, it might 
be regulated in the following manner. 

Firft, Let a large flock of property, of one fpe- 
cies or other, be provided, in order to gain the 
confidence of the public, -and let it be pledged for 
the payment of all the notes. 

Secondly, Let all folid property intended to be 
melted down into paper money, be firft conftituted 

Ta in 
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'^ On the other hand, when banks are in a good 
underftanding, when they arq eftablifhed on folid 
I principles, when their paper is iffued on proper 
fecurity, the public is fafe ; and in every little dif- 
trift, under the wings of their own bank, there 
will arife a fet of exchangers, who* will give credit to 
merchants and manufacturers, and who will have 
recourfe to their own bank for the coin or biils ne- 
ceflary for their occafjons. This will naturally di- 
vide tne payment of the grand balance among them, 
in a due proportion to their circulation. ' 

I fhall now confider the principles which may 
dire£t a ftatefman to fettle banking upon mortgage 
on fuch a footing, as to ferve every national 
purpofe. 




176 AN INQUIRY INTO THE PRINCIPLES 

in fuch a manner as to be eafily fold, and in the 
mean time fecured to the company, for their ad- 
vance, preferably to every other perfon, and let it 
be of a revenue fully fufficient to acquit the intereft 
for ev^r. 

Thirdly, TKe capitals due to the bank muft not 
be demandable by the bank, as long as the interefl: 
is regularly paid. 

Fourthly, Every one who conftitutes his property 
according to the regulations, muft be entitled to a 
proportional credit from them. 

Fifthly, All bank fecurities muft be pledged in 
the hands of government for the intereft of what- 
ever money the bank may borrow with their 
confent, beyond the diftrift of their own circu- 
lation. 

Sixthly, Government muft fupport tlie bank in 
proportion to the extent of their funds. 

Seventhly, Bank notes muft be payable to 
bearer, either in coin, or in inland bills to the va- 
lue, or in a transfer of a corfefponding intereft at 
— per cent, all in the option of the holders. 

Were fuch regulations eftabliftied, the borrowing 
from banks would become very eafy ; any man who 
is mafter of his property, though incumbered with 
debts, might put it into bank regulation, and re- 
ceive from the bank the money ne<;^irary for paying 
off all his debts ; he might even give credit upon it 
to thofe who otherwife are not in a fituation to obtain 
it : for which credit giVen j a profit in the rate of in- 
tereft might be allowed to him. Were a plan con- 
certed confiftently with the principles which have 
fuggefted this general (ketch^ all borrowing and 

lending 
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lending of money would foon center in the bank, c " a^p. 
Securities ^would be eafy, and expence greatly^ 
avoided. 

A national bank, when rightly conftituted, may 
however be fafely indulged in more extenfive me- 
thods for circulating their paper than merely upon 
land fecurity. The bank of England is allowed by 
charter to iflue notes for difcounting bills of ex« 
change, it may trade in gold and filver, and may 
advance money to govenmient upon the fecurity of 
taxes impofed and levied within the year. But it is 
in general debarred from cojnmerce, and every pre- 
carious objed of traffic. The reafon is plain. 
The paper it iffue^ becomes the property of the na- 
tion, and may form in a fhort time the greateft part 
of the currency of it. In fuch a cafe, were the 
bank expofed to lofTes by trade, or by the infol- 
vency of debtors for great fums, the whole credit 
of the nation might be ruined, and all the lower 
clafles of the manufaduring inhabitants undone, be- 
fore fuch a blow could be repaired. 

Under proper regulations, bank paper might be 
made a legal tender in every payment : in which 
cafe it is hardly poflible that any confiderable de- 
mand for coin fhould ever be made upon them, ex- 
cept for the payment of the grand balance. 

This national bank ought to have different 
offices, in different cities within the kingdom, and 
thefe would make fubaltem banks both ufelefs and 
unprofitable. It might even be ftipulated, that a 
certain proportion of bank flock, placed in the 
name or for the* behoof of any city, fhould entitle 
that city to a proportional part of the adminiflration 

T 3 within 
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within their own diftrift. As thcfe are merely 
fpeculations^ not flans^ I need not fet about remov- 
ing objections, which mud conftantly be many and 
well grounded, whenever any new eftabiiftiment or 
innovation is propofed. AH I aim at is to fet this 
principle in a clear light, to wit, that it is the in- 
tereft of every trading ftate to have a fufficient quan- 
tity of paper money, well fecured, circulating 
through it, fo as to facilitate payments every where, 
in order to cut off inland exchanges, which are a 
great clog upon trade, and which are attended with 
the rifk of receiving the paper of people whofc 
credit is but doubtful. 

For this purpofe, I have propofed that inland bills 
fhould be demandable from the bank at par, as well 
as fpecie. 

■ It would be an admirable improvement up6n this 
fcheme, to make a like regulation as to fordgn 
bills. However, this fpeculation is referved for 
another place. All I Ihall fay, at prefent, upon 
this head, i$, that as we have feen how the whole 
fiational balance muft be paid by banks (who circu- 
• late paper payable in coin on demand, and who 
confequently muft, on fome occafions, draw the 
metals from abroad for that purpofe, in order to 
fill up the void made by exchangers, who fend 
them out), it would, I think, be fhortening,. in 
fome meafure, this operation, and be the means, at 
the fame time, of indemnifying the bank in this 
refpeft, to regulate niatters fo, that all foreign 
exchanges might be tranfafted there at fixed rates, 
according to the place where the exchange is to 
be made, without eredUng any monopoly for this 

a purpofe 






' CHAP. xvn. 

fV/jen and in what cafe Banks Jhould be obliged to 

keep open Books. 

TF no national bank be eftablifhed un^er proper 
regi^lations, and if entire liberty be allowed to 
every one to take up the trade of banking, who can 
iffue his notes, I think it is againft all principles of 
good policy not. to oblige fuch banks to keep books 
open, to be infpedked regularly by fome authority 
or other j in order to fee upon what fecurity that 
paper ftands, which is the inftrument of commerce, 
and a part of eveVy man's private property. This 
policy is the more nbceffary, becaufe were any one 
bank to break, either through the knavery, mif- 
conduft, or misfortune, of a particular company, 
this would call a general difcredit upon all paper 
money, and be the means of bringing on thofe cala- 
mities which we have fo often mentioned. 

I know the ordinary objedion againft this propo- 
fal is, the inconvenience of throwing open the fc- 
* crets and myfteries of trade. As lo the myftcries 
of trade, this point (hall be examined in another 
place. But here, I fay, there is no queftion of a 
trade in which any rifk ought to be implied : and if 
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purpofe in favour of the bank, or depriving aify chap. 
one of the liberty to deal in exchange, who can 
afford it at more reafonable terms than the bank ; 
but of this more v. hen we come to the doftrine of 
exchange. 
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any one can fuppofe, that, at any time, the affairs 
of a bank are in fo tickli(h a fituation as not tcV bear 
infpedtion, this very fuppofition fliews how neceflary 
it is not to permit fuch a bank to continue its drcu- 
laticfn. The only infpedion, in which the public 
is interefted, is to know the quantity of notes which 
are iffued, and the extent and nature of the fecuri- 
ties pledged for them. They have no bufmefs to 
examine the ftate of the bank cafli, or of particular 
people's credit. The bank may be without a fhil- 
ling in its coffers, and flill its paper be as good as 
if it had a million. Such an infpe£Hon, as I pro- 
pofe, would rather confirm than (hake its credit, 
but it would be the means of preventing it from 
launching out into fpeculations in matters of com- 
merce, which is not its diftrift j and from gaming 
with national property. 

If it be faid, that this infpeftion would lay open 
the affairs of many private men, debtors to the 
bank, I anfwer in the negative ; becaufe no man's 
credit is hurt by his having a cafli account, and no 
infpeftion is requifite, as to the ftate of fuch an ac- 
compt with the bank. The credit may be either 
quite full, or quite exhaufted ; this particular interefts 
no body but the parties themfelves ; but it is effen- 
tial to know upon what fecurity the credit itfelf has 
been given ; becaufe every man who has a note of 
fuch a bank in his pofleflion, has a very good title 
to be informed concerning the fecurity on which it 
ftands. 

It is not fufficient to fay, that the holder of the 
i)ote, if he doubts of the fecurity, may demand pay- 
mem of it ; Becaufe it is not here the intereft of any 

individual. 
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individual, but that of the public which we are at- ^^^y**' 
tending to : and, if, according to the principles 
of common reafon, it be juft^ that a creditor 
(hould have it in his power to watch over the abi- 
lities of his debtor, fo as to fecure his payment ; 
certainly it is equally juft, that the public (which I 
confider here as the creditor) (hould be made cer- 
tain, that what is circulating with as great facility 
as the King's coin, does contain a real value in it. 
Would it be a good anfwer from any man who held 
a piece of falfe money in his hand, for the ufe of 
circulation, to fkreen himfelf, by alleging that if it 
be falfe, nobody need to take it. It is the right of 
every man to deted falfe coin ; but it is the right of 
government only to deteft doubtful paper : becaufe 
law only can authorife fuch an inquifition. Does 
not the charter of the bank of England eftablifh 
this right in government ? If the bank be confined 
to certain particular branches of folid trade, where 
little ri(k is incurred, may not government examine, 
when neceflary, whether thefe regulations have been 
obferved ; and how can this be done without fuch 
an infpe£tion as Is here recommended ? 



CHAP. 
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' CHAP. XVIII. 

Is it the Interejl of Banks to grant Credits and Cajb 
Accompts to Exchangers and others^ who make 

a Trade offending Coin out of the Country ? 

•• 

TTHE anfwer to this queftion is very fhort. 
"** From the principles we have deduced, it is 
plain, that it is both the office and intereft of banks 
to give credit to all who can give good fecurity 
for it. 

The caufe of doubt upon this queftion, arifes 
merely from certain inconveniences which have 
been of late experienced in Scotland ; but which 
never would have been felt, had banks attended to 
their true ihtereft, in providing funds to anfwer the 
demands of thofe who are either obliged, or who 
find an intereft in paying oflf what the^ nation owes 
upon the grand balance to foreigners. 

To ftc this matter in a clear light, let me fuppofe 
that, fome time ago, the banks had at once withdrawn 
all the credits granted to exchangers ; and opened 
a fubfcription for a loan of money, equal to what 
they might eftimate the fum lent k) this fet of men 
within the country, for the fake of carrying on their 
bufmefs. 

According to principles, thefe two operations 
fhould go hand in hand : the recalling the credits 
would, no doubt, have greatly diftreffed exchang- 
ers J but as long as they could find money to bor* 
row firom private hands, this inconvenience would 

^ have 
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have been kffened. Befidcs, I apprehend that the chap, 
late cuftom among exchangers, of borrowing at 4 
per cent, owes its exiftence to the difficulty they felt 
in obtaining extenlive credits from the bank ; and 
if this be the cafe, then there has been a lucrum cef- 
fans to the bank of 5 per cent, upon the amount of 
all thefe borrowings ; becaufe exchangers, I appre- 
hend, ^ould prefer a credit from the bank at 5 per 
cent, to a loan at 4 per cent, payable on demand, 
according to the occafions of thoffe who keep their 
money with diem. 

The moft eflFedual method, therefore, to hurt 
exchangers, would have been to have recalled all 
their credits, and offered to borrow, upon the lame 
terms, what was lent to them. 

The execution of fuch a plan would, I think, 
have been, firft, diametrically oppofite to the in« 
tereft of the banks ; fecondly, would have occa- 
iioned fuch a run upon exchangers, as to throw 
them into great diftrefsj^ and thirdly, would have 
ended in the total ruin of the trade of Scotland. 

That fuch a plan is diametrically oppofite to all 
principles of banking, Ifuppofe, is by this time fuf- 
ficiently underftood. 

That it would have occafioned a run upon ex- 
changers, is pretty certain : becaufe however good 
their credit might be, it muft be acknowledged to 
be inferior to that of the banks : and therefore no 
body would prefer them for debtors, to the bank, 
upon the fame terms. 

The third confecjuence is ^s evident, upon a 
fhort reflexion, as the other two. The nm upon 
the exchangers would have obliged them to make 

a call 
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BOOK a call upon all the merchants and dealers in Scot* 
land, to whom they gave credit : for which pur- 
pofe, and for which alone, they find an intereft in 
borrowing at fo high an intereft as 4 per cenU 

The call, then, made by the exchangers upon 
their debtors, is neither more or lefs than a call 
upon the money employed in the trade of Scot- 
land. 

Now we have faid, that whoever owes mu/i paj. 
The merchants of Scotland owe to exchangers; 
the latter are prefled by their creditors, and mu^ 
pay with what they have, which confifts in money 
only : when this is exhaufled, they mull fhut up 
fiiop. They again call upon the merchants, who 
muji pay with what they have. This confifls ia 
goods^ and in the manufadures of Scotland ; and 
thefe they muJl fell at any price. There may not 
be time fufficient to export with advantage. To 
whom then muft they fell ? To people within the 
country, who have no money to buy with ; be- 
caufe credit is withheld by that body which only 
can give it. I conclude with the old faying of the 
law, 

IJnum quodque eodem modofolvitur quo colligaium eji. 

The beft method to eftablifh credit in an induf- 
trious nation, is a bank properly regulated : and 
the beft methods to ruin it effeftually, when eftab- 
lifhed, are the inconfiftent operations of fuch a 
bank. 



CHAP. 
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CHAP. XIX. 



jAppUcation of the Principles above deduced^ towards 
forming the Policy of Circulation. 



Xj^ROM the principles above deduced, there arife q^ p^ p^ 
three principal objefts of attention. ^^ 

The firft, the circulation of paper for domeftic 
lifes. 

The fecond, the method "of providing coin for 
this purpofe. 

The third, the method of paying foreign ba- 
lances. 

Thefe three objedte are abfolutely different in 
their nature, and they are influenced by different 
principles. The confequence of blending them to- 
gether, is to render the fubjeft, which is abund- 
antly intricate in its own nature, flill more dark 
and perplexed. What is to follow has no relation 
to any plan propofed for execution j it is merely 
intended as a farther illuftration of the general 
principles which influence this branch of my 
fubjeft. 

Firft, As to the circulation pf paper for domeftic 
ufe. 

It has been faid, that the great utility of banks of 
circulation upon mortgage, was to facilitate the 
melting down of folid property ; in order to enable 
every one who,has property, to circulate the capital 
of \t for the advancement of induftry. 

For 




»S6 AN INQUIRY INTO THE PRINCIPLES 

For this purpofe he comes to a bank, pledges the 

capital he wants to melt down, and receives for his 

obligation, bearing intereft, paper money which 

bears none. 

This paper money, I fuppofe to be as folidly fe- 

cured as the principles of private credit can make 
it. I fuppofe the bank to be eftabliftied by autho- 
rity j^ according to the regulations already men- 
tioned, and the notes made a legal tender in every 
payment of domejiic debts ; by which term I under* 
ftand debts payable within the country. * 

From thefe data, I fay, that the regular method 
by which the bank fhould acquit the obligation in 
the notes, is by reftoring the fecurity granted at 
iffuing the notes, if they be returned by the debtor 
in it ; or by a transfer of a fuiti of intereft equiva- 
lent to the notes, if they be prefented by any other. 
All farther obligations laid upon banks, particularly 
that to pay in coin or inland bills, is merely an equi- 
valent expefted from them in lieu of their great 

profits*. 

When 

* It mtift here be obfcrvcd, that in every country where there 
is a national coui eftablifhed, it is abfoluttly neceffary to connedl 
witKit the denominations of the paper money ; in order to affix 
a determinate value to thefe denonninations. This may ealUy he 
done without implying, as at prefent> an obligation on the bank 
to realize into coin every bit of paper in circulation. 

The interejiy therefore, of the credits given by the bank, may 
bcdcmandable from the debtors in coin ; and the transfers of in- 
tereft made by the bank, to thofe who bring in notes for pay- 
ment, may alfo be demandable in coin from the bank. 

Thefe payments will bear a fmall proportion to the paper in 
rirculation, becaufe intereft will be very low \ and coming at 
fixed terms of payment, provifion will eafily be made for them. 

Tliii 
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When paper iflued for domeftic circulation re- c h a p, 
turns to a bank, were it not for the profits on thefr 
trade, I fee no reafon why a bank fliould pay in 
any other fpecies of property thaii what it received ; 
and if, by the intereft they receive for their notes, 
they be abundantly indemnified for all the differ- 
ence between paying in coin and in transfer, I think 
the public would be a gainer to difpenfe with this 
obhgation in lieu of an abatement of intereft ; 
which would be an advantage to commerce, not to 
be counterbalanced by the other. 

Farther, the bufinefs of providing coin is totally 
diflferent from that of fupporting domeftic circula- 
tion : it is founded on different principles : it re- 
quires men of a particular genius to condufl: it : the 
difficulties to be met with are not conftant ; and 
therefore cannot form a regular branch of bank 
adminiftration. 

Secondly, The method of providing coin for do- 
meftic circulation is the bufinefs of mints, not of 
banks. 

I have, in the third book, treated very fully of 
the doftrine of coin, and of mints. I have fhewn 
the difference between money, which is the fcale 
for reckoning value^ and coin, which is certain deno- 
minations of money, realized in a proportional weight 
of the precious metals. 1 have fhewn how neqeffary 
a; thing it is to impofe the price of goinage upon the 

■ ■■■■■■■-■■■III. I ■ .!■ ■■ »■■ ■! ■ I IP ■ ■! 1W ■ ■ I ■■ ,■ ^mmm^mm^^mmm^mm^^ 

This regulation will render the coin of the country left necef- 
fary for circulation ; and as the intereft of all the paper will be 
demandable in coin, the intrinfic value of the //i/«^will cffcA- 
ually fupport the value of the capital. ' 

metals 
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metals manufaftured into coin : and 1 have faid 
that it is inconfiftent with all principles, to allege 
that the metals, when coined, fhould thereby ac- 
quire no additional value. 

The expence, therefore, of providing the me- 
tals ihould be thrown upon thofe who want coin ; 
and the mint ihould be obliged to convert gold and 
filver into coin, upon the demander*s paying the 
coinage. 

This coin loaded with the price of coinage, never 
will be fent abroad to pay a foreign balance ; never 
will be locked up in banks, which will have little 
occafion for it. It will, therefore, remain in cir- 
culation, and ferve thofe purpofes for which the 
inhabitants think fit to employ it. 

This coin, I fay, never will be exported, as long 
as any uncoined metals can be found in the country : 
and if upon a national diftrefs it be thought fit to 
fiicilitate the exportation of it, the ftate may (as wc 
obferved above) appoint the. mint to receive it back, 
in order to melt it down into ingots, damped with 
the mark of fterling, repaying to the bearer — per 
tent, of the coinage. 

Thirdly, The trade of paying off foreign ba- 
lances will then become a particular branch of bufi- 
jiefs : of which we (hall treat more at large, when 
we come to examine the principles of exchange. 

All that is neceffary to be faid in this place, is to 
recal the princijAe we have mentioned above, viz. 
that when a nation cannot pay in her metals, ma- 
nufaftures, and natural produce, what (he owes to 
ftfangers, (he muft pay in her folid property, that 
is, (he muft mortgage the revenue of fuch properly, 

for 
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for a a^ital borrowed out of the country^ which ca» c ha p. 
pital ihe mufl employ for the payment of her foreign 
debts. 

This operation then fhould be performed by a 
regular and fyftematic plan. 



CHAP. XX. 

Objedioju to this Do&rine. 

HPhat bank notes can never be received as fpecie, 
but from a perfuafion that they may be ex- 
changed for it on demand. 

To this I anfwer, that it is fufEcient they be 
received as value ; and that they anfwer every pur- " 
pofc in carrying on alienation. The ufe oi pa- 
per money is to keep the reckoning between parties, 
who 2xtfolvendo ; the ufe of fpecie or coin is to 
avoid the inconvenience of ^ving credit to perfons* 
who perhaps may not be lb. 

When merchants make delivery on accompt, 
they then give credit to their cuftomers : when they 
fell for bank bilfs, they give credit to the bank : 
when they are paid in com, they give credit to 
nobody \ becaufe they receive the real value in the 
coin. Where then is the difference between 
receiving the real value, and receiving an obligation 
for it, concerning the validity of which every one iH 
the country is perfectly fatisfied ? 

Is there a merchant, in any country in the world, 
who will fell one farthing upon an hundred pounds 
cheaper to a perfon who pays In com, than to ano« 

Vol. ffl. U ther 
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Aer who pays in good paper ; unlcfs the cxtrinfic 
drcumftances of the country fhould^ at that time, 
give an advanced price to the metal of which the coin 
IS made. 

Money, we have faid, ought to be invariable in its 
value : coin never can be fo, bccaufe it is both money 
and merchandize : money, with refpe£t to the deno- 
mination it carries by law ; merchandize, with ref- 
ped to the metal it is made of. 

But it is urged, that if ! have coin I may pay any 
where within the commercial world, at the ex- 
pence of tranfportation, and infurance. I grant this 
to be true. 

' But I anfwer„ that the principal ufe of coin, is, 
not to fend it out pf the country ; but to keep ac- 
compts clear among inhabitants within the coun- 
try. If there be a variation in the value of coin, 
according to circumflances, this variation mud af- 
feft the inhabitants in their tranfaAions. No one 
can gain upon this coin, without fuppofing a rela- 
tive lofe to fome other, whether they perceive it or 
not. Muft not this difturb all reckoning ? Muft it 
not difturb prices ? ^ Since at different times, I may 
be paying the fame denominations of coin for the 
fame commodity ; and yet be paying, really, more 
value at on« time than at another, Is not then the 
moft invariable money the beft calculated for the 
intereft of trade, and profperity of manufaftures ? 
Whence arife complaints againft paper money^ and 
regrets for want of coin ? They iffue from thofc 
^who both wifli to profit of the rifing value of the 
metal contained in the coin, and who endeavour to 

perfuade 
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de the public, that its intei'eft, and not tlieir 
is their objeft. 

lat a trifle is a foreign balance:, let It be ever 
at, compared with the whde alienations of a 
ry ! Is it reafonable to difturb the harmony 
domeftic dealihgs, in order to fiimilh an op^ 
lity to a few clear-fighted people, who can, 
fome occafions, profit of the fluftuating ya^ 
the fubftance of wfiich the coin is compofed, 
: prejudice of the ignorant ? If the country 
I balance to other nations, let it be paid : no- 
fo juft } nothing fo eflential to the interefl of 
untry which is the debtor^ If the precious 
I be the moft proper vehicles, as I may fay, 
iveying thfe value, let them be procured and 
F; but never let us fay, that becaufeyJm^ of 
oney m^^ be made of thefe xiietals, that all 
oney Ihould be made of them ; in order that 
who tranfa£t the balance may have an oppor- 
of fending our metals away with greater eafe, 
lereby of depriving us of the means of carry- 
r alienations among ourfelves. Let every one 
las coin fend it away : nothing can be more 
nothing more confident with principles : but 
n fend It away as a manufadure ; carrying in 
bm the price of making it, which he has paid, 
Dr which his foreign creditors will makeliim 
owance. 

changers run to the cohi of the nation, for pay- 
vith the lead expence to themfelves, the ba- 
they are about to tranfaft. When this re- 
\ is cut off by the impofition of coinage, the 
I will preferve at leaft her darling fpecie } and 

U a then 
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then exchangers will be obliged, by the beft of all 
compulfiont, their own intereft, to think of other 
expedients } bullion, manufadures, and natural 
produce. And when all thefe come to fail, a re- 
gular plan niuft be laid down, and authorifed by 
government, for obtaining credit in other coun- 
tries, by mortgaging the revenue of the folid pro- 
perty of the kingdom } according to the princii^ 
we ihall difcover when we come to treat of ex- 
change. 



CHAP. XXI. 

How by a retum^of a favourable Balance the Bank 
may be enabled to pay off the Debts due to Fo- 
• reignersy and thus deliver the Nation from that 
Burthen. 

'yrTE have faid, that the banks in contra£Hng 
debts, and mortgaging the property of Scot- 
land to ftrangers, for the payment of a grand ba^ 
lance, really zGt as the guardians of the public, by 
interpofmg their credit, and by conftituting them- 
felves as debtors for the whole j taking for their 
relief, proportional fecnrities upon the effe&s cf 
individuals. 

We have alfo pointed out how, by this operatic^, 
the mafs of bank fecurities comes ta be greatly aug- 
mented. 

Before the payment of any balance for the be* 
hoof of Scotland be made, the fecurities in the 
hands of the bank can be equal only to the notes 

in 
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in domeftic circulation, and the accumulated pro- c h a >. 
fits thereon. Let this be called (A). In propor- 
tion as thefe notes come back upon the bank, in a 
demand for bills to pay balances, in the fame pro- 
portion will there be a fum of fecurities added to 
the former mafs (granted upon new credits given 
for filling up the void thereby occafioned to do- 
meRic circulation), which quantity I (halt call (B). 

(A) then reprefents the fecurities equivalent to the 
notes in circulation. 

(B) reprefents the fecurities equivalent to the 
debts contrafted by the bank in favour of 
{hangers. 

Now let us fuppofe trade to become favotu^ble ; 
and to produce a balance in favour of Scotland : 
what will be the effe£t of this I 

I fay, that this balance will be paid to Scotland, 
either in coin, or in the metals, or in produce, or 
in manufafhires, or in bills. 

In every cafe, it muft be fuppofed to be beyond 
the confumption of Scotland ; otherwife it will not 
be a balance in their favour. Whatever part of it, 
therefore, proves to be beyond the confumption of 
Scotland, will be turned into money. This money 
tnufl either confift in the metals, or in foreign bills* 
If it confift in the metals, it will, if coined, fill 
up, pro tantOj a part of circulation : this will make 
a proportional part of bank paper return upon the 
bank, and extinguiih a proportional part of their 
fecurities ; which we have called (A). But theti 
there wiU be more coin in circulation than for- 
merly; confequently, more coin will enter into 
payments made to the bank than formerly. But 

U 3 we 
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we muft fuppofey that before this favourable ttui) 
of commerce, there wa^ coin enough both in the 
bank and in the country for the ufes of domeftic 
circulation ; confequently, the bank will fend of 
this fuperfluity of coin, and with it they will repay 
a part of the debt they ^rmerly contrad:ed. 

Through all this chain of re^oning, we muft al: 
ways fuppofe the money in circulation to be ft deier' 
mnatefum ; otherwife the fuper*adding this foreign 
coin will not occafion, as we have laid, a return of 
a proportional part of the bank paper. 

In die next place, let us fuppofe this favourably 
balance tp confift in foreign bills, upon London^ 
Amfterdam, &c. Thefe will be difcounted by the 
bank, and notes iflued for them. The bil|s wi^ 
be fent off by the bank, in order ftill to extinguiih 
a parjt .of what is owing ^o foreigners. Thefe notes, 
again^ bein^ fuperfluous to circulation, which we 
fuppofe to be full, will return upon the bank anc} 
^11 duninifl^ the mafs of (A). 

By thefe operations we fee how (A) will be con^ 

ftantiy dim|n;fhing j but then in the fomp propor- 
tion We fee how the mafs of foreign debts will alfo 
be diininifliing ; confequ^ ntly (B), which was en- 
gaged for the^i, will be returning to be the free 
property of the bank ^ and as we fuppofe no varia- 
tion upon th^ fum in circulation, we may confider 
this ^s a fort o^ conver/ion of (B) into (A), and 
when all (B) fhall be thus converted into (A), then 
the debt formerly contrafted by the bank, in fa- 
vour of Scotland, will be totally paid off by the 
fame method (only inverting the operations) bv 
which It was contraded. 

CHAP. 
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CHAP. XXU. 

Of the Bank of England and of the Banks of Circu- 
lation ejlablijbed on Mercantile Credit. 

I HAVE examined, with all the care I am capable ^ * ^ **• 
of, the nature of banks calculated for the meiv 
ing down of folid property, and the converting (jf 
it into paper for the ufe of circulation. 

The nature of fuch banks is but little known in 
countries where they have not been eftabliihed ; 
therefore a diftind account of them may fugged 
hints, which w time may prove ufefuL 

People who do not employ their thoughts on the 
theory of trade and credit, are apt to overlook objeds 
of real utility ; and thofe who do, have feldom the 
opportunity of being informed of the cuftoms of 
different nations. Were my experience greater, or 
kad I more opportunities to dive into die recefles 
of this great objeft, the work I now prefent to the 
public would better deferve its attention. 

I now proceed to a dedu^on of the principles 
upon which are founded thofe banks which are 
chiefly calculated for the ufe of commerce ; and as 
the groundrwork of my inquiry, I fliali trace 
fome of the principal operations of the bank of 

£ngland. 

The eftablifhment of this great company was 
ibrmed about the year 1694. Government at that 
fkne having gr^at occafion for money, a fet of men 

U4 wa« 
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was found who lent to it about 1,200,000/. fterling, 
at 8 per cent, for the exclufive privilege of bank- 
ing for 1 3 years : with this additional claufe, that 
4900/. ft^rling, per annuniy ihould be given them 
to defray the expence of the undertaking. This 
fum of 1,200,00/. flerling, was the original bank 
(lock. It has been fmce increafed to 1 1 ,000,000 /. 
.by £u:ther loans to government, for the proloi^;a^ 
tion of their privileges ; as has been taken notice 
of in the 1 6th chapter of the fecond part. 

This (lock, as in banks of circulation upon mort* 
gage, is to be confidered only as a fubfidiary fecu- 
rity to the public for the notes they iflue : were it 
the principal and only fecurity for their paper, this 
bank would then be founded on the^ principle of 
public, not of mercantile credit ; unddr which lafl 
denomination we are going to point out in what the 
nature of it dilFers from thofe we have already ex« 
plained* 

It is a rule with the bank of England to iflue no 
notes upon moitgage, permanent loan, or perfonal 
fecurity. The principal branches of their bufinels 
may be comprehended under four articles, via# 
I. The circulation of the trade of London : 2. The 
exchequer bufinefs of Great Britain : 3. The pay- 
ing of the intereft of all the funds transferable at 
the bank : 4. Their trade in gold and filver. I 
Ihall now (hortly explain the nature of thefe four 
great operations ; and firft as to the circulation of 
the trade of London. 

When we fpeak pf the circulation of t rade, we 
underftand the circulation of money paid on t,he ac- 
count of trade. 

I The 
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The great occupation of the London merchants en a pl 
engages them to iimpiify their bufinefs as much ;«i«^^.-w 
as poffible. For this they commit to brokers 
every operation which requires no peculiar talents 
or ingenuity in the merchant himfelf; and, for a 
like reafon, they commit to the bank and private 
bankers the care of their cafh. 

A Scots merchant begins by drawing money 
from the bank, or from an exchanger, for which 
he pays intereft : a London merchant begins by put- 
ting money into the bank, for which he draws no 
intereft at all. 

A Lotidon merchant, therefore, can give no order 
upon the bank, unlefs at a time when he has money 
lodged in it. 

If he has occafion for money at any time, he 
fends to the bank the bills he has before they be- 
come due, and the bank difcounts them at certain 
rates, according to their nature. 

If it be a foreign bill, the bank, in difcounting it, 
retains of the fum, at the rate of 4 per cent, per an- 
num^ for the time the bill has to run ; but if the bill 
be at a longer day than 60 days they will not dif- 
count it. So in this cafe the merchant muft keep 
his bill until it is within 60 days of the term of 
payment. 

The reafon for this is evident : the fecurity upon 
which fuch bill ftand, is purely mercantile. The 
nearer, therefore, the payment is, the lefs rifk the 
bank incurs from the failure of thofe who are bound 
m It. 

The intention of this operation of difcounring 
bills, is plainly to employ the cafh of the bank in a 

way 
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way to draw an intereft for it ; but as merchants 
allow their money to lie dead for as fliort a time as 
they poffibly can, the bank mufl: have quick returns 
for what they advance upon difcount, ia order tobe 
conftantly ready to anfwer all demands. This is no 
lofs to the bank, and a prodigious advantage to 
trade, as I (hall briefly explain. 

The bank is conftantly receiving cafli from every 
perfon who keeps their ca(h with it. This occafions 
a conftant flu£hiation of payments, which of courfe 
mult leave at all times a confiderable fum of other 
people's money in the bank ; becaufe it never is in 
advance to any one. 

By long praftice in the trade, thi^ fum of money 
becomes determinate : let us call it the average^ 
money in the hands of the bank. It is then 
with this average-money alone, that the bank can 
^ifcoujit biljs. Now if the trade of London do 
afford bills to be difcounted at different dales within 
60 days, fufficient to abforb the whole average- 
money of the bank, appropriated for difcounting ; 
t^s branch of bufinefs would not go forward with 
the celerity required for the trade of London, did 
the bank indulge merchants fo far as to difcount 
at a longer day. 

From this we learn another reafon why the bank 
of England difcounts no bill which has more than 
60 days to run. The firft, mentioned already, 
is for the greater fecurfty of payment ; and the 
fecond, which we now difcover, is in order to be 
able to difcount more bills than otherwife they 
could do, did they difcount at a longer day. 
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As I am here upon the fabjeft of difcoundng <5 " af* 
bill5 G^ e^chai^ge by the bank of England, an oper 
ration it has in con^mon with all the private bankers 
ifi the capita), I mud anfwer a queiUon I have fre- 
quently heard propofed. 

How does it happen, that in a city of fo great 
trade as London, it is poffible that people (hould be 
found even ^moqg merchants, who allow their 
^loney to remain in tht hands of bankers without 
intereft ; when in Scotland, a place of fo little trade, 
iptereft m;jiy ^ways be got for money foi^ the 
fliorteft time ? ' 

The anfwer to this queftion is to be gathered 
from the very principles of trade itfelf. 

TJbe money which merchants have either in the 
^ands of the bank> or of bankers, though.very con- 
fiderabje at alji times, is in perpetual^udtuation : it 
cannot t^en be lent to any but to a banker, who 
y^ou^d confent to pay interell for the fums in hand. 
But no fuch banker can Se found, hor ever will be 
fQund, )xntil ill} the bankers in London confent to 
fuch a regulation. The reafon is plain. One prin- 
cipal ufe th^ bankers make of the average-money 
m their hands^ is the difcounting of bills. Who 
then could pay intereft for money, and difcount, 
in competition with others of the fame trade, who 
have it for nothing ? 

But fuppofe the b^nk, and all the bankers in 
town, jfhould come to the refolution of giving inte- 
reft for the money in their hands, what would be 
the confequence ? 

* I anfwer, that upon fuch an alteration, difcount 
would . rife above the prefeat rates, to the great 

prejudice 
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BOOK prejudice of the trade of the nation ; and bankers 
would lend money in their hands upon a more pre- 
carious fecurity for the fake of a higher intereft. 

Alt the landed men who reflde in London^ and 
many other wealthy people, not concerned in trade, 
conftantly keep thehr money either in the bank, or 
in fome baaker's hand without intereft : this enables 
bankers in general to difcount &reign bills at 4 far 
cent, as has been faid, even when the rate of inte- 
rest is rather above this flandard. This is, as it 
were, a contribution from the rich and idle, in 
favour of the trade of ^e nation. 

Let, therefore, gentlemen who have much idle 
money, think of any^ other expedient than that of 
obtaining intereft for it, from thofe who difcount 
bills in London. Not one of them can afford to 
do it, and thrive by his bufmefs ; and the hurt 
which would refult to trade in general, will con- 
ftantly be a fufEdent bar againft a general refoluHon 
for that purpofe* 

What has been faid, will, I hope, prove fatis- 
fo&ory as to the refolution of the queftion above 
propofed, fo far as regards London. It remains to 
be anfwered, how thofe who fapply the place of 
bankers in Scotland, and even the banks themfelves 
can afford to pay intereft for any fum put into their 
hands for a fhort time. 

lanfwer, that as to the Scotch. exchangers, as 
we have called them, the profits on their trade 
admit of borrowing money at intereft, which that 
of the bank of England and private bankers cannot 
do. If thefe laft can gain 4 or 5 per cent, by dif- 
coutuing of bills, it is all they can honeflly exped : 

every 
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every other employment of the money in their hands c « ^ f. 
18 precarious, either as to the fecurity or prompti- 
tude of calling it in,' to anfwer the demands \^ch 
are made upon them. 

As to Scotland, we have feen how dire£Uy con- . 
trary to all principles it is, for its banks to borrow 
money within the fphere of their own circulation.-— 
How this diminiihes the profits upon their own 
trade, and hurts the circulation of the country ; 
but although it diminifh their profit, it carries along 
with it no pofitive lofs to them, as would be the 
cafe, were a London banker to - pay interefl: for all 
the money in his hands, when he never can draw 
any back, except for that part which we haVe called 
the average. 

Every London banker is obliged to have a certain 
fum of cafh conftantly in his cheft, the interefl of 
which would be all loft, did he pay for it : where- 
as the exchangers in Scotland never have a Oiilling 
by them y and when any demand is made upon 
tfaem, they draw the money from . the banks, in 
confequence of their credit by cafii accompts. 

jBefides foreign bills, which the bank of Eng- 
land difcounts at ^per cent, they alfo difcount inland 
bills, and notes of hand between merchants in Lon* 
don, at 5 per cent. 

The inland bills to be difcounted at the bank 
muft all be payable in London. The bank calls 
in no money from any diftant quarter of the king- 
dom.^ 

As tlie difcounting of notes of hand between 
London merchants might operate the fame eflfeft^ 
as if the bankihould advance them money upon 

perfonal 
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BOOK pcffonal fecurity, which would be the cafe, wcrd 
the notes of hand drawn for obtaining credit, in- 
ftead of payiilg money really due between the mer- 
• chants, in the courfe of bufmefs ; the clerks of the 
bank keep a watchful eye over this branch of ma- 
nagement, and, by examining the reciprocal 
draughts of merchants between themfelves, they 
eafily acquire a knowledge of the ftate of their af- 
fairs, and are thereby enabled to judge how for it 
is expedient to launch out in difcounting either the 
notes or bills wherein they are concerned. 

I (hall not pretend to aiTign a reafon why, in the 
price of difcount, the bank makes a diflference of 
I per cent* between foreign and inland bills of ex- 
change. It may either be an indulgence and encou- 
ragement to foreign trade ; or it may be upon the 
confideration of the better fecurity of foreign bills, 
which commonly pafs through feveral indorfations 
before they are offered to be difcounted at the 
bank. 

I come next to the circulation between the bank 
and the exchequer. 

The bank of England is to the exchequer, what 
a private perfon's banker is to him. It receives 
the cafti of the exchequer, and anfwers its de- 
mands. 

Cafh comes to the exchetjuer from the amount 
of taxes. The two great branches of which arc the 
cxcife and cuftoms. To explain this operation with 
the more diftinftnefs, 1 (hall take the example of 
the excife. 

The excife is computed to bring in annually 
from London, and the fifty two colleftions over all 

Engird, 
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England, nett into the exchequer, above four and a ^^^^^* 
half millions (lerling. 

The fifty two colleftors fend the amount of their 
coUeftions to London eight times a year, almoji en- 
tirely in bills. As the fame may be faid of the re- 
inittances of all the other taxes, we may from this 
circumftance obferve by the way, that London alone 
muft conftantly owe to the country of England a 
fum equal to all the bills drawn upon it ; that is to 
fay, to all the taxes which the country pays' : a cir- 
cumftance not to be overlooked, froni which many 
things may be learned, as will be taken notice of in 
the proper place. 

The bills fent by the fifty two colleftors, are 
drawn payable to the commiffioners of excife ; they 
indorfe them to the receiver general; he carries 
them to the bank as they fall due, and gets a receipt 
for the amount ; this receipt he carries to the ex* 
chequer, who charge it in their account with the 
bank, and deKv^r tallies to the receiver general for 
the amount of his payments ; thefe tallies he de« 
livers to the , commiffioners of excife, who enter 
them in their book of tallies. This operation is 
performed once every week, and ferves as a dif- 
charge from the commiffioners to the receiver 
general. ' 

The bank^ ^gsiin, keeps an account with the 
exchequer, which is fettled once every day, by two 
clerks, who go from the bank to the exchequer 
for this purpofe. When coin is wanted by the ex- 
chequer, for payments where bank notes will not 
anfwer, the coin is fiimiflied by the bank ; when 

paper will ferve the purpofe, paper is iflued. 

Befides 
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Be(ide$ this operation in the receipt of taxes, the 
bank advances to government, that is to the exche- 
quer, the amount of the land or other taxes, impofed, 
which are to be leSr led within the year. This we 
fee is a loan upon government fecurity for ajhort ierm^ 
quite confiitent with the principles upon which the 
bank is eftabUflied. The large fums the bank is 
conftantly receiving of public money, and the great 
ailUlance it obtains from thence in carrying on the . 
other branches of its trade, enable it at pref<^t to 
make advances of money to government at ^per 
wiU It obferves the fame rule with refpefl to the 
great companies of the Eaft Indies, and South Sea, 
ior the fame reafon ; but no advances are made to 
private people ; and in the difcounting of bills and 
notes of hand, the regulations above mentioned are 
adhered to. 

•Thus the whole amount of taxes is poured 
into the bank, in the manner we have been de- 
fcribing. 

The bank alfo keeps the transfer books of all 
the funds negotiated at the bank ; and out of the 
public money in its hand, it pays the intereft of 
ihefe funds for which government allows to the 
bank a fum proportionate to the expenjce of this 
branch of management. 

When the bank, as a company, lends to go- 
vernment upon a permanent fund, the capital 
whereof is not demandable, this operation is fo- 
reign to their bufinefs as a bank, and is coriduSed 
by the company as an article of management of 
their private property. 

Let 
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Let us now examine by what channels thdr notes ^^^* 
enter into circulation, and the fecurity upon which 
they ftand. 

When iflued in the cUfcount of bills, they ftand 
upon the principles of mercantile credit, and de- 
jpend upon the goodnels of the bills difcounted# 
When ifiiied upon the faith of taxes to be paid 
within the year, they ftand upon the fecurity of 
this payment, which is of a very complex nature^ 
as any one may perceive. As long as the inhabit 
tants of England confume excifeable goods, the 
excife will be paid : as long as trade goes on, cuf« 
toms will be paid : and as long as government fub* 
fifts, the collateral (ecurity of the ftate will ferve 
to make up all deficiencies in the amount of taxes. 
No fecurity, therefore, can be better than the 
notes of the bank of England, while govern- 
ment fubfifts. The lofles that great companies meet 
with from bad debts, I am informed, are very in- 
confiderable. 

The greateft rifk the bank nms, is in dif« 
counting bad bills ; but by the extent of thdr bufi- 
nefs in this branch, and by circulating the cafh of 
all the merchants who keep accounts with them, 
they acquire fo perfed a knowledge of the ftate of 
their 'affkirs, that it rarely happens that any one can 
break for very confiderable (ums, without the bank's 
having a previous notice of it. A fudden lofs may 
no doubt happen, without a poflibility of being 
forefeen ; but the matter of fa£t proving that their 
lofles upon bad bills are inconfiderable, we may 
thence infer, that there is but little myftery to the 

V©L- III. I bank, 
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bank; with togaixA to the credit of Lond^Mi ider* 
chants. 

I come now to the laft branch of their manage* 
ment, to tvit, their tnde in gold and filver. 

For ^e circulation of bank notes, coin is ne* 
ceflary. We have feen^ in treating of the Scotch 
banks, how coin is brought in : to vdt, in confe- 
qaence of all the payments made to the bank, ifl 
which there muft be a proportion of coin equal to 
what is found in common circulation. What is not 
paid in coin, comes in, in their own notes, which 
are thereby taken out of the circle ; and confe- 
quentiy.make place for a fubfequent fupply, which 
ifTues in the manner we have defcribed. 

In times of peace, and a favourable balance of 
trkde, die bank fuffers little by the obligation it h 
under to pay in coin, except as far ks the great con- 
fufion of the prefent currency affords an occafion 
to money-jobbers to melt down the new guineas. 
The extent of this traffic I am no judge of, and the 
bank no doubt has an intereft in preventing it as 
far as the laws have provided a remedy againfl: it. 

But when large payments are to be madeabroad, 
the diflrefs of the bank is no doubt very |pneat. 

In Scotland, the banks, upon fudi occafions, 
are totally drained of coin. They have no market 
for the metals ; becaufe they have no mint to ma- 
iiufafture them into coin. It is different with re- 
fpefl to the bank of England } their diftrefs pro- 
ceeds from another caufe« ' 

The exportation of the heavy guineas in time of 
Vir, afid during a wrong balance upon the trade of 

£RgIand, 
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Snglaiidy leaiYes circulation provided vnth a K^ht ^^j^^*" 
cuxrency only, in which the bank it obliged to pay 
their notes ; and the intrinfic value of the gold in 
which tbey pay, regulates tbe price of the metals 
they are obliged to buy at market. If they provide 
them diemfdves from abroad, they mud pay the 
|>rice of them in bills of exchange* But then the 
Ughtnefs of the curraicy at home iinks the value of 
the pound fterling, as it raifes the value of the 
ounce of gold and filver. So the only cotifiderable 
lofs they incur, is in providing the m^tsds, which 
muft ever be conflderable, as long as the old gui» 
neas remain in circulation. 

The lofs up<m coining filver is fBll greater tiian 
upon gold ; becaufe, befides the lofs incurred^ by 
reafon of the lightnefs of the gold j the metals in die 
filver and §old coin of Great Britain, -are not pro- 
portional to the value they bear in the London mar- 
ket, where they have been bought ; as ha§ been 
iufficiently explained already in another place *. 

It is with great diffidence that I propofe to a com- 
pany fo knowing in the arts and fcience of trade, an 
expedient for preventing, in a great meafure, this 
lofs in providing the metals for the ufe of pircula- 
tion* The bank is diret&ed by long experience, 
and by a knowledge of many fads and drcum- 
itonces hidden from me ; and which, therefore, I 
cannot bring into a theory founded chiefly upon 
realbn* 

The expedient I propofe has been pointed out in 
the preceding psuts of this inquiry, and I recapitu** 

* See fifDok III. Chap. «i. Qg«ft. 7. 

X2 late 
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bte it briefly m this place, to recal it only to mind 
whiles we are on the fubjeft of the bank of £ng- 

hnd. 

iirft, then, while the coin is of unequal wdght, 
the value of the currenq^ never can be permanently 
the fame. Did the bank ferioully fet about forming 
a plan for the reformation of the coin, I have no 
doubt but government, as well as the voice of the 
nation, would go along with it in forwarding the 
execution of fo noble a defign^ 

The fecond ftep I fliould recommend, is, that 
government fliould enable the bank to eftablifli a 
fund in Holland, Antwerp, Hamburg, and per- 
haps stt Cadiz and Lifbon, for borrowing (though 
at a high intereft) fttms of money equal to what may 
be due by England to the continent upon certain 
emergencies* 

I cannot pretend to by down any plan for this 
operation ; but I proceed upon diis princ^le : that 
if on like occafions the Britifli government can find 
credit to borrow fo large funu for the ufes of war, 
at a very moderate inteneft, furely the bank of £ng* 
land may Imitate her example for the ufes of trade ; 
and had flie a credit abroad, upon which (he could 
draw, I think it muflt follow, that thecob of the 
nation nught be kept at home. 

I have been an eye-witnels to latge finnai in new 
Englifli guineas being thrown into the mdting pots 
of die Dutch mints, for the fmall profit of lefs than 
1 per cent, gained by coining them into ducats. A 
(mall duty impofed upon coinage in the Englifli 
mint, wouldf prevent this pradice abroad; and 
then Britifli coin would come fiife back again, upon 

every 
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every return of a favourable balance on our chap. 

XXII 

trade* At prefent it comes home in bullion, which 
the bank muft buy dear ; the (late muft coin at a 
tonfiderable expence ; and the bank after all muft' 
give it to circulation at the mint price, which is 
many per cenS* below prime coft, as matters have 
ftood for feveral years. 

From this review of the conftitution of the bank 
of England, and of the principles upon which it is 
founded, we may difcover how imppflible it is, that 
banks upon mortgage and private credit, can ever 
receive any confiderable afliftance from it i and how 
groundleis all infinuadons concerning its jealoufy of 
fuch companies muft be. 

A more natural objeA of its jealoufy is that of 
the London bankers, who carry on a tnule (imilar 
to its own, in many refpefts, and who, in the 
courfe of their bufinefs, draw from it very large 
quantities of coin. 

This, however, occafions no ill will on the 
part of the bank. The trade of London requires 
the afl^nce of all the bankers there, as well as of 
the bank. Were it otherwife, the bank, by dif« 
counting bills- at a lefs profit, might foon oblige 
them to fhut up (hop. In this view of the matter, 
the drawing of coin from the bank cannot be pre- 
vented. 

Tlie bankers call for no more than their bufinefs 
requires. Could the bank, therefore, circulate the 
vrhole trade of London, the confequence would be, 
to iflue as much and no more coin than at prefent i 
and the coin which iflues from bankers, like to that 
which iflues from the bank, if it be for the ufes of 

X 3 domeftic 
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domefUc ckcdktion, retunis to the baidi in propor^ 
tkm as it ifiiies : and if it be for pajmentof a fordgn 
balance, the bank knows well that the expence of 
providing £3r tdai^ xxmtt, come upon it, in fpite of 
every method to prevent it. 

I mud now eoqdain the di&rence between the 
eSefts produced upon the circulation of coin, by the 
c^)eratiotis of banks eilabliihed upon mortgage and 
private credit ; and by the operations of the bank of 
England, which we have £ud to be eftabUfhed upon 
mercantile iecarity. 

The confequence of a bank upon mortgage, is to 
fill the nation with paper money, and to reduce the 
quantity of coin to the loweifl fum poffible. For 
the truth of this propofition, I appeal to the expe- 
rience of Scotland, and of Rome, where banks 
upon mortgage, and moveable pledges, are found 
cftablifhed. From thefe fafts, and from the prin* 
ciples of their conditution, which is to melt down 
property into money, it foUdws, that when the 
credit of fuch money is well eftabKflied, the coin, 
which is the money of the world, will be employed 
in trading with the world, and the paper, which is 
the money of the focicty, will be employed in 
trading with the fociety. 

The confequence of this is, that when the ba- 
lance of trade runs againft a country where banks 
upon mDrtg^e are eftabliflied, the coin firft goes 
out ; and when, by borrowing, it can be brought 
back, the intercft paid for the coin borrowed, makes 
an additional balance againft the -country, until the 
wh6le rewmie df it becomes the property of other 
nations. FVom this we may coiidude, that the 

4 eftablUh. 
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dlablifhment of fuch bank$ is as dangeroas a wesipcm c: ji^a p. 
in the hands of an idle nation, as an ex^enfive 
credit is to the £unily of a young fpendthrift. 

Bu^ let us confider the confequences of fuch 
banks to an induftrious people, who prderve, upox^ 
the average of their trade, a favourable balance with 
other nations. 

The coin, then, goes put in order to return, an4 
ferves as a check upon the courfe of exchange.-7 
I here fuppofe proper regulations in the mint, an4 
an entire liberty to export coin. Permitting the exr 
portation of coin where you have a mint, for paper 
to fupply its place, and a favourable balance oi) 
your tr^de to bring it back, is like edabliihing 
two fhops for the courfe of exchange. If the ex* 
changer yrill not ferve trade at the price of tranf- 
portation and infura^ce, the coin will do it |br 
him. 

In fuch a country, a bank, properly eftabliihed^ 
wiiriind great profit upon the intereft of their notes, 
notwithftanding the obligation to provide, at all 
times, the quantity of coin neceiTary for circulation. 
All the great objeds of trade will then be fulfilled j 
the reft muft be left to the operation of political 
caulbs. 

If the balance of the trade of fuch a cojuntry 
ihould have the effe£t of bringing in an addition oC 
coin, which, becaufe of the paper, would become 
unneceflary for circulation ; this coin, or th^e vs^lue 
of it, will either be added to thdr ftock in trade, or 
will be lent tp other nations. Thi? is the cafe of 
the Svil3.: they are an indufbricw and a frugal 
people ; they receive annually froio Uieur tea^?, an^ 

X 4 fron\ 
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B K Arom the fervice of their citizens in many countries 
in Enrc^y a conftant addition to their wealthy 
more dian their trade demands, ^rhich they lend to 
tiheir neighbours ; by thefe means they increafe the 
revenue of the fociety ; and this jpcreafe has effeds 
almoft iimilar to an eztenfion of their territory ; 
becaufe it is the means of increafmg their population 
beyond the proportion of the natural produce of 
their lands ; and the food they import from Ger- 
many and other countries, is paid with the money 
which arifes from the intereft of what they have lent 
abrold. All thefe operations are the confequences 
of credit and circulation. 

In a country where a mercantile bank is eflab^p 
lifhed, the melting down of property is greatly 
circumfcribed J and confequently coin becomes 
more necefTary. 

We have often faid, that a circulating value 
(money) muft conftantly bear a proportion to alie- 
nation. Circumftances will determine what pro- 
portion of coin and what proportion of paper will 
be neceS&ry for carrying it on. Thefe circum- 
fiances, under banks of circulation upon mort- 
gage, multiply paper fo much that little coin is 
required. 

Let us now examine how far the paper of a mer- 
cantile bank, like that of England, tends to fupply 
the demand of circulation. 

Were no bank eftablifhed at London, all bills 
would be paid, or difcounted in coin. 

The bank, therefore, melts down into paper 
money all the bilk difccunted by them, and throws 
it into circulation. 

It 
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It alfo melts down into paper all the Aims it ad* c r a p« 
vances either to government, or to the great trading 
companies. In this refpeft it a£b upon the prin« 
ciple of banks upon mortgage. 

It alfo melts down into paper all the intereft upon 
the public funds paid at the bank. All this fum of 
paper iffues from the bank into the city of London, 
and proportionally fupplies the cu^culation of that 
great capital. 

Let us next examine how this paper can find its 
way into the country of England, there to fupply 
the ufe of coin. 

The whole confumption of London for meat, 
beer, fire, and an infinity of articles of manufadure 
for domeftic ufe and foreign exportation, comes 
from the country of England. 

Did the country owe .nothing to London, the 
fums due for thofe commodities would be fent into 
the country in the cmrent circulation of London, 
which, by what we have feen, abforbs a very large 
quantity of paper. ' 

But we have faid above, that the whole amount 
pf taxes, almoil, is remitted to I^ondon in bills : 
this could not be the cafe, were not the capital con- 
ftantly indebted to the country. This circumftance 
confines the circulation of bai^k notes chiefly to 
London, and fome other cities, Ito which the inha- 
bitants of London refort, and whither they carry in 
their pockets the money of the capital, viz. bank 
, notes* For thefe reafons, bank notes can never be 
common in the country : and if, at any tinfe, ^ 
Icarcity of currency there ^ proves hUrtf ul to in- 
4uftry, the defed cannot be remedied but by efl^b- 

lifhing 
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BOOK lUhlng banks of circulation upon mortgage in the 
principal towns of England. 

It may be here objected that fuch a regulation in 
England) where there is already (b great a bank 
fet^cd on different principles, might drav along 
with it the following hurtful confequences, viz. 

Firft, By multiplying the circulation of paper it 
would fend off the coin. 

Secondly, The taxes would be paid in this paper, 
which could not be received at the bank of Eng- 
land, and this would throw the whole nation into 
con^ufion. 

To which I anfwer, Firft, That if the coin were 
fent off, It would return, as has been faid, while 
the trade of England flourifhes : and. Secondly, 
That this new bank paper coming in the place of 
the coin, would no more be fent to London than 
coin is fent now. The debts due by the country for 
taxes, would be compenfated by the reciprocal debts 
due by London for fubfiftence, &c. and the com* 
penfation would go on as at prefent by bills : but 
were the (fafe otherwife, and did a change of cir- 
cumftances oblige the country to makp delivery in 
coin to London, the holders of the country notes 
would conftantly, as is the cafe in Scotland, have 
recourfe to the bank eftablifhed in the diftrift, for 
the coin wanted to be fent to London. 

When I accidentally, as at prefent, happen to ap* 
ply a principle to a particular cafe, whereby an in- 
novation upon the cuftoms of a country is •implied, 
I conftantly fear a fecret rebuke from many impa- 
tient readers. I therefore beg a little indulgence 
upon account of my good intention, which is 

merely 
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jmrtly to fuggeft tdeai to be approved of, or »• ^^^^^ 
jeded by thofe who have the capacity to form 
plans upon them, and power to put them in exe- 
cution. 



CHAP, xxm- 

Cf ihefirji Eftablijbment of Mr. Law^s Bank in 

France y in the Tear 1 7 1 6. ^ 

TN deducmg the principles of credit, I have it 
^ chiefly in view, to fet in a fair liglit, the fecu# 
rity upon which paper money is eflablifhed : and a| 
I imagine, this important branch of my fubjed will 
ilill be rendered more intelligible, by an example 
of the abufe to which this great en^e of commerce 
is expofed, I now propofe to give my reader a Ibort 
account of the famous back of circulation firft 
dlabliflied in France by Mn Law ; but afterwards 
proftituted (whether by defign, or by fatality, I 
ihall not here determine) to ferve the worfl of pur« 
pofes ; defrauding the creditors of the flate, and t 
multitude of private perfons. 

So dreadful a calamity brought upon that nati<m| 
by the abufe of paper credit, may be a warning to 
all ftates to beware of the like. The beft way to 
guard ^gaii^ it, is to be apprifed of the delufion 
of it, and to fee through the fprings and motives by 
which the Miififippi bank was conduced. 

After the death of the late King of France, 
Louis ZIV. the debts contra£^ed by that Monarch 

were 
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were found to extend to aooo millions of tivres, 
that is, to upwards of 14c millions fterling* 

It was propofefi to the Duke of Orleans, regent 
of the kingdom, to expunge the debts by a total 
bankruptcy. This propofal he reje£ted nobly ; and, 
inftead of it, eftablifhed a commilEon (called the 
Vifd) to inquire into the claims of fiich of the na« 
tion's creditors as were not then properly liquid 
dated, nor fecured by the appropriation of any fund 
for the payment of the intereft. 

In the courfe of this commiffion, many exorbi- 
tant frauds were difcovered ; by which it appeared, 
that vaft fums of ^ebt had been contra£led, for no 
adequate value paid to the King. 

After many arbitrary proceedings, this commif- 
fion threw the King's debts, at lad, into a kind of 
order. 

Thofe formerly provided for were all put at 4 
per cent* The creditors to the amount of fix hun- 
dred millions, which had not been liquidated, nor 
provided for, had their claims reduced, by the 
commiiHon, to two hundred and fifty .millions ; for 
which they dbtained notes of (late, (^Billets (TStat^ 
as they were called,) bearing an intereft of j^per cent. 
aUb. 

Thefe operations performed, the total debts of 
the late King were reduced to the fum above men^ 
tioned ; to wit, two thoufand millions ; bearing an 
intereft of 4 per cent, or eighty millions per 
annum. 

From the necefiities of government, and the dif«< 
trefled fituation of the kingdom, this interef^ w^ 



OF POLITICAL (ECONOMY^ 317 

ill paid ; and there hardly remained, out of an ill- qviak 
paid revenue, wherewith to defray- the ezpence of 
the civil government. 

About this time Mr. Law prefented to the Re- 
gent the plan of a bank of circulation. 

For the better underftanding of this affair of 
Mr. Law's ba^k, and the views he had in eftab- 
liihing It at that time, I muft give a ihort account 
of the moft material variations of the French coin, 
before and after the King's death, i ft September 

1 7 1 5 ; which I (hall make as Ihort as poffible, con- 
fiftently with perfpicuity. 



CHAP. XXIV. 

Acamnt cf the Variations of the French Coin^ fome 
time before and after the Death of Louis XIV. 

TN 1709, there was a new general coinage in 
France ; by which operation the King gained 

^3tt P^^ ^^'* ^P^^ ^^ ^^ fpecie coined. (Dutot, 
vol. i. p. 104.) 

Out of the marc of ftandard gold were coined 
30 louis d'ors, of 20 livres denomination each. 
Out of the marc of ftandard filver, 8 crowns, of 5 
livres denomination each : fo that the filver was put 
at 40 livres the marc— -But, 

By edift of the month of September 1713, the 
old Kbg appointed a diminution of the denomina- 
tion of filver and gold coins; by which, after 
eleven fucceffive changes^ the coin of France was 
ordcrad tp be brought down, from 40 livres the 

marc« 
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dttrc, to 28 : fo that the 8 crowns^ which wot 
talkd 40 ^fT€Bia the moatixcfSepUimber 17159 by 
the 2d day of Septepfiber 1715 (the day sdEter die 
King's dea^)^ were to be called only 28 fiyres. I 
(ay called^ becaufe certainly the crowns had fufiecedt 
no variation bat in their name. 

On the 13th of Auguft 1715 (a few days before 
liie King's death) he iflued a declaration ; ordering 
that far the future the filver ccnn fhould remain at 
^8 iivres /ar marc* 

Fxom this I cbndude, that his intention was to 
leave, at his death, the coin of his kingdom of the 
lame ftandard he had found it to be at the beginning 
of his reign, and at which he had preferved it inva- 
riably, during the f)ouri(hing ftate of his kingdom, 
for the fpace of 46 years ; that is, until the year 
1689. 

He could not fail to be fenfible of the infimte pre- 
judice occafioned to debtors and creditors by the 
variations he had jMradifed upon the coin from 
1689. 

To this ftandard, then, it was brought the very 
day after his death, and no fooner : therefore his 
debt of two thoufand millions of livres fhould regu- 
larly be eftimated according to this rate. : or at 
about 40 fbillings fterling for every 28 livres : 40 
killings being, within a trifle, the value of 8 ounces 
or one marc of ftandard filver, Paris weight. 

At this rate of converfion, the two thoufand mil- 
lions were equal to 142,857^140 /• fterUog. 

Soon after the King's death, on the 2d of ^« 
nuary 1 7 1 6, the new miniftry iflued an edid, which 
totally deftroyed alL This was the moil exttmr^ 

dinary 
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dinaiyopendoB, I believe, thai evtr was in ^hak 

aad to it was owing the eftabliflnneiit of Mr. Law's 
bailk : I muft therdbre eaoplajn it. 
• Th^iie had been no genemi cdnage fince 1 709 ; 
the lonis d'or had then been coined at 20 Uvdcs^ 
and the crowns at 5, as has been laid. The edi& 
of ad January 1 7 1 6, ordered a new general contK 
age, on the bme footing, both as to weight, fme- 
mefs, and denomination, as that of 1 709 : the only 
diffb-ence was, that the firit had an old man^ 
head upon it ; the other had that of a child of file 
years old. 

By this firft operation, there was an end put ti^ 

the former diminutions on the denominati^ii rf 
the coin ; which was now raifed a^in to i|.oiivres 
the marc, as in 1709 *• This is nottung. 

There being no difference between the old cmn 
and the new, except the (lamp, the old coin was 
called in, and a new face was ftamped 'on the very 
fame pieces. But when the louis d'ors were called 
in, they were received at the mint at no more than 
16 livres ; and by a ftroke of the wheel, iheif were, 
in an inftant, converted into 20 livres, the* denomi- 
nation of the new coin. 

Thus a perfon who brdugfat 20 old k>uis d'ors to 
the mint, received back 16 of his own 2o, new 
{lamped, and no injufUce w^s faid to be done, from 

this dettio&fbation of miniittrial algebra, viz* 

I 

♦ Here it alfo an operation upon debts. The day bcfi>retbif 
edift, that is, the ift of January 1716, the value 6f the^ang'f 
debts was (as has been faid) above 142 millions fld'Hag : bot tti 
edt^ comes, raifing the coin to 40 livres/^ marc ; and conf«» 
quently, reducing the debts to the value of 100 millions flerling. 

16 X 
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i6 X 20 = 20 X 16. Can any thing be moit 
clear and inftru£tiTe ! Some of my readers may 
not give credit to this ; but it is true neverthelefs. 

Under thefe circumftances, it was natural for the 
inhabitants to wi(h to difpofe of their old coin^ at 
any other market than at the King's mint* They 
did what they could to fmuggle it to Holland; 
where the induftrious Dutchman ftamped a 16 
livre piece with the head of a child, as well as the 
King of France could do, and fent it back to 
France for a 20 livre piece. Thefe operations were 
prevented as well as government could ; and every 
method was tried to force in the old coin to the 
mint. 

Mr. Law judged this a very proper occafion to 
form the plan of a bank of circuladon, upon the 
principles we have already explained. • 

He gave in his fcheme to the Duke of Orleans ; 
by whom it was approved of; and the bank was 
eftablifhed the 2d of May of the fame year 1 7 1 6. 

The firfl thing Mr. Law did, was to buy up with 
bank notes this old coin, at a price above what the 
mint gave for it ; but mzny per cent* below the pro- 
portion of its value : his- paper (payable in the new 
coin at 40 livres per marc) was fought after for this 
as well as other reafons ; and an immenfe profit 
enfued. , 

This anecdote, I thijik, is curious, and tends to 
unfold Mr. Law's combinations, in the propofal he 
made to the Duke of Orleans for erefting a bank at 
this period of time. ' 
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C H A t. XXV. 
Cbntinuation of the Account of Law*s Bank. 

% 

I 

'THE bank accordingly Was eftablifhed in favoux' cit a ^ 
of Law and (Company, by lettert patent, of ^he ^^^* 
sd of May 1716/ The Company was called, the 
General Bank \ and the note run thus i 

The bank promifes to pay to the beater at fight 
*— livres, in coin of the fame weight and finenefs 
with the coin of this day, value received at 
Paris. 

The firft fund of this bank confided in 1 200 ac-> 
tions (or fhares) of one thoufand crowns (or 5000 
livres) bank money } in all fix millions ; the crown 
being then 5 livres, 8 to the marc ; filver coin at 
40 livres per marc, as has been faid : which makes 
this livre juft worth one (hilling (lerling : confe< 
quently, the fhares were worth 250/. fterling, and 
the bank flock worth 3005000 /• (lerling. 

By the claufe in the note, by which the bank 
was obliged to pay according to the then weight and 
finenefs of the coin, thofe who received their papef 
were fecured againft the arbitrary meafures <^ommon 
in France of raifing the denomination of the coin } 
and the bank was fecur^ againfl the lowering of iU 
In a (hort time, mofl people preferried the notes to 
the coin; and accordingly they paffcd for i^per 
cent, more than the coin itfelf. 

This^ bank lubfifted, and obtained great credit^ 
until the i(t of January 1719 ; at* which time the 

VoL-ni. Y King 
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BOOK King rdmburfed all the proprietors of the {hare5^ 
and took the bank into his own hand, under the 
name of the Royal Bank •. 

Upon this revolution, the tenor of the note was 
changed^ It ran thus : The bank promifes to pay 
to the bearer at fight, — liyres, injilver coirij Talue 
recdvedat Paris. 

By this alteration, the money in the notes was 
made to keep pace with the money in the com ; 
and both were equally affefted by every arbitrary 
variation upon it. This was called rendering the 
paper monnoiejixe ; becaufe the denominations con- 
tained in it did not vary according to the variations 
of the coin : I (hould have called it monnote varu 
abU ; becaufe it was expofed to changes with re* 
fpeft to its real value. 

Mr. Law ftrenuoufly oppofed this change in the 
bank notes. No wonder ! it was diametrically op- 
pofite to all principles of credit. It took place, 
however ; and nobody fecmed diffatisfied : the na- 
tion was rather pleafed : * fo familiar were the varia- 
tions of the coin in thofe days, that no body ever 
confidered any thing with r^ard to coin or money, 
biit its denomination : the confequences of the varia- 
tions in the value of denominations, upon tlie ac- 
compts between debtors and creditors, were not 
then attended to j and the credit Npf the notes of 

* Here the bank departed from tht principles of private and 
mercantile credit, upon which Law had formed ic^ and pro- 
ceeded upon thofe of p)ibhc credit, public credit in France if 
the credit of the SoTereign ; the folidity of which depends upon 
the maxims which he foOowt in the fourfc of his adminiftra* 
tion. % 

the 
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the royal bank continued juft as good as the credit 
of thofe of Mr. Law's bad been ; although the li- 
vres in this contained a determinate value ; and the 
livres in that could have been reduced at any time to 
the value of halfpence, by an aft of the King's au- 
thority, who was the debtor in them. Nay more, 
they in fad flood many variations during the courfe 
of the fyftem, without fuffering the fmalleft dif- 
credit. This appears wonderful; and yet it is 
a fad. 

Political writers upon the affairs of France at this 
period, fuch as De Melon, Savarie, Dutot, and 
others, abundantly certify the incredible advantage 
produced by the operations of Mr. Law's bank ; 
and the chain of events which followed, in the 
years 17 19, and 1720, when it was in the King's 
hands, fhew to what a prodigious height credit 
arofe upon the firm foundation laid by Mr. Law ♦. 

But 

* Dutot, fpeaking of the great value of paper in notes and ac« 
tlons^ throws out feveral refledions, in the pafifage I am now to 
tranfcribc from him, which, at the fame time that they prove 
the- great advantages refulting to France from the eftablifh- 
ment of credit among them, abundantly evince how lame this au- 
thor's ideas were concerning the principles- of paper credit, and 
of circulation. He fays, (vol. ii. p. 200. ) *' This paper was in* 
« de^djuft fo much real value, which credit and confidence had 
** created in favour of the date : and by this fum was circiihi- 
*< tion augmented, independently of all the coin which was then 
« in France. 

** Upon this revolution, Plenty immediately difplayed her- 
** felf through' all the towns, and all the country. Shp there rc- 
<< lieved our citizens and lalK>urer8 from the oppreffion of debts, 
'< which indigence had obliged them to contra^ : (he revived in* 
*^ dudry : ihe reftored that value to every fundy which had 

Yi, ♦* been 
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But alas ! the fuperftnifture, then, became (o 
far beyond the prbportion of the foundation, that 
the whole fabric fell to ruin, and involved a nation, 
juft emerging from bankruptcy and ruin, into new 
calamities, almoft equal to the former. 

As long as the credit of this bank fubfifted, it ap- 
peared to the French to be perfedly folid. The 
bubble no fooner burfted, than the whole nation 
ivas thrown into aftoniihment and confternadon. 

^ Nobody 
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** been fufpended by thofc debts : fhe enabled the King to free 
•* liiinfelf, and to make over to his fubje£is, for more than fifty- 
'* two millions of taxes, which had been impofed in the years 
" preceding 1719; and for more than thirty-five milkoos of other 
•* duties, cxtinguifhcd during the regency. This plenty funk 
" the rate of intereft ; crufhcd the ufurer ; carried the value of 
'* lands to .eighty and a hundred years' purchafc ; raifed up 
{lately edifices both in town and country ; repaired the old, 
which were falling to ruin ; improved the foil ; gave a value 
to every fruit produced by the earth, which before that time 
«* had none at all. Plenty recalled thofe citizens, whom mifery 
•• had forced to feck their livelihood abroad. In a word, riches 
" flowed Ml from every quarter. Gold, fiiver, precious ftones, or- 
naments of all kinds, which contribute to luxury and magnifi- 
cence, came to us from every country in Europe. Whether 
*' thcfc prodigies, or marvellous cffedts, were produced by art, 
•« by confidence, by fear, or by whim if you pleafe, one muft 
** agree, that that art, that confidence, that fear, or that whim, 
** had operated all thefe realities which the antient adminiftratioa 
'* never could have produced. 

" What a difference in the fituation of France at the begin- 
^ oing of the regency, and the fituation in which (he was in 
.*' . November 1 7 1 9 I 

«* Thus far -the fyftem had produced nothing but good : 
« every thing was commendable, and worthy of admiration.'' 
Thefe arc the fentimcnts of Dutot, concerning this fyftem of 
paper credit. 
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Nobody could conceive from whence the credit c h a p, 
had fprung ; what had created fuch mountains of >w^ 
wealth in fo fhort a time ; and by what witchcraft 
and fafdnation it had been made to difappear in 
an inftant, in the ihort period of one day. 

Volumes have been fince written in France, by 
men of fpeculation, in order to prove, that it was 
a want of confidence in the public, and not the 
want of a proper fecurity for the paper, which occa- 
fioned this downfal. 

This, if we judge by what has been written, has 
been the general opinion of that nation to this day : 
and fince it was found impoflible, in France, to 
create confidence in circulating paper, which had 
no fecurity for its value, many people there, and 
fome even among ourfelves, conclude, that a great 
part of the wealth of Great Britain, which confifts 
in paper, wellfecured, is falfe and fiditious. 

I fliall now proceed to fet before my reader the 
great lines of the royal Miffifippi bank of France, 
from the ill of January 1 7 19, to the total overthro\^ 
of all credit, upon the fatal 21ft day of May 1720. 
This was a golden dream, in which the French na# 
tion, and a great part of Europe was plunged, for ' 
'the fliort fpace of 506 days. 
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CHAP. XXVL 

Account of the Royal MiJJifippi Bank of France^ 

ejiablijhed on Public Credit. 

TN order to unravel the chaos of this affair in a pro^ 
per manner, it will not be amifs to begin by giv- 
ing the reader an idea of the plan which naturally 
might fuggeft itfelf to the regent of France, from 
the hint of Mr. Law's bank. By the help of this 
clue, he will be the better able to conduft himfelf 
through the operations of this fyjlcniy as the French 
call it. 

The Regent perceived, that in confequence of 
the credit of Law's bank, people grew fond of 
paper-money. The confequence of this, he faw, 
was to bring a great quantity of coin into the bank. 
The debts of France were very great, being, as has 
been faid, above 2000 millions. The coin, at this 
time, in France, was reckoned at about 1 200 mil- 
lions, at 60 livres the marc, or 40 millions fter- 
ling. The kegent thought, that if he could draw 
either the whole, or even the greateft part^^o^.this 
1200 millions of coin into his^bank, and replace the 
ufe of it to the kingdom, by as much paper, fe- 
cured upon his word, that he fhould then be able 
to pay off, with it, near one half of all the debts 
of France : and by thus throwing back the coin 
into circulation, in paying off the debts, that it 
would return of itfelf into the bank, in the courfe 

-of 
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of payments made to the ftate ; that credit would S^^^,^* 
be thereby fupported, as tlie bank would be 
enabled to pay in coin the notes as they hap- 
pened to return, in the courfe of domeflic circu- 

lation. 

This was both a plaufible and an honeft fcheme, 

relatively to a Duke of Orleans, whom we cannot 

fuppofe to have been mailer of the principles of 

credit ; and very prafticable in a country where 

there was fo great a quantity of coin as 40 millions 

fterling, and a well-eftablilhed credit in the bank, 

which prevented all runs upon it from diffidence. 

Nothing but a wrong balance of tr^de could have 

occafioned any run for coin ; becaufe, for the rea* 

ion ahready given, the paper bore for the liioft part 

a premium of 1 fer cent^ above it. 

Accordingly, during the whole year 17 19, the 
credit of the royal bank was^ without fufpicion, al» 
though the regent had, by the laft day of December 
of that year, coined of l^ank paper, for no lefs a 
&im than 769 millions, reckoning in 59 millions of 
paper, which had been formerly iffued by the ge^^ 
neral bank of Law and company ; for which he had 
given value to the proprietors, when he took the 
bank into his own handsj^ as we have faid above. 

I mull here obferve, that by this plan of the Re- 
gent, there was, in one fenfe, a kind of fecurity 
for the notes iffued. So far as they were iffued for 
cpin brought in from the advanced value of the 
paper, this coin was the fecurity: in the fecond 
place, when the coin was paid away to the cre- 
ditors of the ftate, the Regent withdrew the obliga- 
tions which had been granted tp them; and al- 

y4 though 
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though I allow that the King's own obligation vriAu 
drawn, w^is no fecurity to the public, who had re- 
ceived bank notes for the payment of it ; yet ftill 
the intereft formerly paid to the creditors, was a 
fund out of which, upon the principles of pubUc 
credit, the annual intereft for the notes was fecured. 
Had, indeed, the French nation perceived upon 
what bottom the fecurity for the paper flood, during 
the year 17199 perhaps the credit of the bank 
n^ght have been rendered pr^ecarious ; but they 
neither faw it or fought after it : and the men of 
fpeculation were all of opinion, that as long as there 
was no more paper ifTued by the bank than there 
was coin in the kingdom^ there could be no harm 
done* Of this, any perfon who has read Dut5t, 
De Melon, Savarie, and others, will be perfeftly 
fatisficd** And I defire np farther proof of the 

total 

♦ It is a(looi(hing to find how gravely MeflTrs. Dc Melon and 
Dutot reafoned concerning the nature of paper money, and the 
effe^s of changing the value of the coin. They both feemed 
(o agree that a livre was a livre whether it was the 28th or the 
50th part of a marc of filver, whether it was a denomination 
upon paper, well or ill fecured, no matter which. 

The whole reafoning turned merely on the queftion, who 
were robbed, and who fantailicaljy enriched, by fuch abfurd ope* 
rations upon the coin of a country ? 

The jargon of fuch men certainly contributed a great deal to 
darken the undei^landings of the miniiby at this time ; and to 
make them beliete that the a£Eairs of money were infinitely more 
obfcure and more difficult to be underftood than they really 
arc. 

There are thoufands of examples where mankind, with their 
learning and reafoning, have turned common fenfe into inextri* 
cable fcience ; this I think is a famous inftance of it : and it is 
rendering no final! fcrvice to the world; to deftroy, in a man- 
ner, 
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total ignorance of the French in matters of this ^^ivil 
kind, than to find them agreeing, that bank paper 
muft always be good, provided there be coin in the 
nation to realize it, although that coin be not the 
property of the bank. [Dutot, p. 132, 1 33.] On 
the contrary, it is very evident from what has been 
faid, that although there ibould be a thoufand times 
more coin in a country than the bank paper^ (till 
that bank paper muft be a mere delufion, and, in 
fed, of no value whatfoever, except fo far as the 
bank is poflefTed of the value of it in one fpecies of 
property or another. 

And oh the other hand, let the bank paper exceed 

the quantity of coin in the proportion of a thoufand 

to one, yet (till it is perfedly good and fufficient^ 

' provided the bank be poflrefTed of an equivalent value 



ner» what others have been at fo much pains to eftablifh. Thii 
18 reftoring common fenfe to its natiTc drefs, in which it becomes 
intelligible to evety one. 

I know very well that the miiliftry of France have now verj 
different notions concerning paper credit ; but thefe notions 
have not as yet reached the prefa ; except in fomc of the King's 
anfwers to the remonllrances of the parliament of Paris in 1 760. 
Thefe anfwers were di6lated upon found principles, and do great 
honour to the miniftry. 

The old notions ftill prevailed in the remonllrances of the 
parliament* This plainly appears from the propofal they made 
to the Kingy at that time, to ifTae paper to the amount of 200 
millions, which the parliament was to make good : an expe- 
dient to avoid doing that which right reafon demanded of thetn« 
mz. firft to fecure a fund for the paper, and then to borrow upon 
that fupd.- This propofal from the parliament, and the King's 
re^e£ting it, proves that credit was t)icn better underftood in the 
pabinet th^ in the falalt. 
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in any fpecies of good property. This I throw in 
here to point out how far the French were, at leail 
at that time, and many years after, when Dutot and 
Melon wrote, from forming any juft notion of the 
principles of banking. And, I believe, I may ven« 
ture to fay, that the only reafon why banks have 
never been eftabliihed in France, is, becaufe the 
whole operation is ftill a myftery to them. I ground 
this conjeSiure upon an opinion of M. de Mon- 
tefquieu, who thinks that banks are incompatible, 
with pure monarchy ; a propofition he would never 
have advanced, had he underftood the prindples 
upon which they are eftabliihed. 

The next remarkable and interefting revolution 
made upon this famous bank, was by the arret of 
February 22, 1720; which conflituted the union 
of the royal bank with the company of the Indies. 

By this arret J the King delivered to that company 
the whole management of the bank with all the pro- 
fits made by him fince the firft of January 1719, 
and to be made in time to come. Notwithftanding 
this ceffion, the King remained guarantee for all 
the notes, which were not to be coined without an 
order of council : the company was to be refponfible 
to the King at all times for their adminiftration ; 
and, as a fecurity for their good management, they 
engaged to lend the King no lefs than fixteen hun<> 
dred millions^ of livres. 

Here is the aera and beginning of all the confufion« 
From this loan proceeded the down£sd of the whoU 
fyftem. 

But before I proceed to explain the fcheme of the 
Regent in thefe operations upon credit, I think it 

wiU 
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vnU contribute to the clearing up of the fubjeft in c^^^^^- 

geneial, to premife fome fhort account of the rife 

and progrefs of this great company of the Indies : 

and to give a fhort abftrad of fome of the mod 

memorable tranfadions during the Miflifippi fcheme^ 

in the order of time in which they followed one 

another* 



CHAP. XXVII. 

AJhort Account of the French Company of the Indies^ 

CARDINAL de RichlieU) that great minifter to 
Louis XIII. was the firft who eftabliflied . 
trading companies in France, 1628, about the time 
of the (lege of Rochelle. 

He then fet on foot the companies of the Weft - 
and Eaft Indies. 

Several others, viz. one for Canada, one for the 
Leeward lilands, and another for Cayenne,' were 
fucceilively eltabliihed in the beginning of the reign 
of Louis XIV. 

Thefe companies, before 1664, had frequently 
changed their forms, and had fucceeded very ill. . 

At that time the great Colbert was in the admi- 
niftration of the King's affairs. He engaged his 
t^aiiex to think feriouily of eftablifhing the trade of 
his kingdom upon folid principles: for which 
reafon all the partners in the former projeds of 
commerce to the new world were reimburfed j and \ 

a new eftablifhment was made, called the Con^ 
pagnie des Indes Occidentales. *• 

Thi$ 
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This exclufive trade comprehended that of 
Canada, the Caribbee Iflands, Acady, Newfound- 
land, Cayenne, the French continent of America, 
from the river of the Amazons to that of Oronoko, 
the coafls of Senegal, Goree, and other places in 
Afirica ; the whole for 40 years. 

The fame year, 1664, there was another company 
formed for the £a(l Indies, of which we fhall fpeak 
afterwards. 

The greateft encouragement was given to thefe 
new eftablifhments. Large fums were advanced by 
the King for feveral years without interefl^ and 
upon condition, that if at the end of that term, any 
lofs were found on the trade, it fhould fall upon 
the money due to the King, 

On examining into the Weft Jndia company's 
aflfairs, after ten years' adminiflration, that i^ to fay, 
in the year 1674, it was found, that inftead of pro- 
fiting of their exclufive privilege, by carrying on a 
regular trade themfelves, they had fold permijflions 
to private people to trade with them. 

This abufe committed by the company had, how- 
ever, infpired a tafte for trade among the French ; 
which the King wifhing to promote, he reimburfed 
to the company all their expences, added their pot 
iellions to his domain, and threw the trade open to 
his fubje£ls. 

Thus ended the firft company of the Weft-Indies, 
called by the French, the Compagnte (TOccidenU 

After the fuppreffion of this company, the French 
trade to America was carried on and improved by 
private adventurers, fome of which obtained particu- 
kr grants, to enable them to form colonies* Of this 

number 
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namber was Robert CSievaller de la Sale, a native chap. 

XXVII* 

of Rouen. It was he who firft difcovcred the river 
MifEfippi, and who propofed to the King^ in 1683, 
to eftablifli a x:olony there. He loft his life in the 
attempt. 

Hiberville, a Canadian, took up the project ; but 
foon died. He was fucceeded by Antony Crozat, 
in 17 1 2, who had better fuccefs : but the death of 
the King in 1 7 1 5, and the rifing genius of Mr. Law, 
engaged the Regent of France to make Crozat re- 
nounce his exclufive privilege of trading. Upon 
which, by edidof the 6th of September 1717, was 
formed the fecond Compagnie d^Occideniy in favour 
of Mr. Law : to which was add^d the fur trade of 
Canadai then in the hands of private adventurers, 
and with thefe, the farm of the tobacco, for which 
he paid 1,500,000 livresa year. 

1 now come to the Eaft India company. 
\ have already mentioned the eftablilhment of it 
by the great Colbert in 1664. 

After his death, want of experience in thofe who 
fucceeded hini, abufe of adminiftration, careleffnefs 
in thofe who carried oij the company's bufmefs, 
competition between different companies, and, in 
fliort, every obftacle to new eftablifliments, cour 
curred with the confequences of the long and ex* 
penfive wars of Louis XIV, to render all commer- 
cial projefts unfuccefsful ; and all the expence be-^ 
flowed in eftablifliing th^fe companies was in a manr 
xjerloft. 

In 17 10, the merchants of St. Malo undertook 
the Eaft India trade. It languifhed in their hands 
until 1719, and their importauous were not fuffi- 

dent 
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cient to fupply the demand of France for India 
goods : for this reafon it was taken from them, and 
incorporated with Mr. Law's company of the Weft 
Indies, in May 1 7 1 9. 

By this incorporation was eftabb'fhed the great 
Company of the Indies^ which ftill fubfifts in France : 
the only monument extant of the famous and un- 
fortunate Law. 

For the better underftanding, therefore, what is 
to follow, let us attend to fome Wftorical and chro- 
nological anecdotes, relative to the wonderful ope- 
rations of this Miflifippi bank, and company of the 
Indies. Thefe I (hall fet down according to the 
order of time in which they happened, and my 
reader may have recourfe to them as he goes 
along. 

Without the help of this table, I ftiould be in- 
volved in a hiftory of thofe events, which, however 
amufmg it might Ije to fome readers, would 'be 
quite inconfiftent with the nature of this inquiry. 



CHAP. XXVltL 

Chronological Anecdotes. 

1 709. A GENERAL Coinage iii France : the marc 
-^ of ftandard filver, worth two pounds 
fterling, put at 40 livres denomination. 

September 1 7 1 3« The King reduces the deno- 
mination of the (liver coin to 2& livres the marc, and 
the gold in proportion. 

Thefe 
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Thefe redudHom were made gradual and prqgreT- ^ h^a p. 
five, and were finally to take place no fooner than 
the 2d of September 1 7 1 5* 

Auguft 1715. The King declares, that in dme 
to come, the coin was to remain ftable at 18 livres 
the marc of fine filver. 
' September 1 ft, 1 7 1 5. The King dies. 

January 2, 1716. The Regent of France orders 
a new general coinage : raifes the filver coin to 40 
livres the marc, and cries down the old King's coin 
(though of the fame weight, finenefs, and denomi^ 
nation) 20 per cent. 

May 1716. Law's bank eftablifhed : bank notes 
coined ; and the old coin ' bought up at great diC- 
count. 

September 6, 1717. Law's company of the 
Weft eftablifhed. 

September 4, 1 7 1 8. He undertakes the farm of 
tobacco. 

September 22, 1718. The firft creation of ac- 
tions of the company of the Weft to the number of 
260,000, fubfcribed for in ftate billets, at the rate 
of 500 livres per a£kion. 

January i , 1 7 1 9. The bank taken from Law, 
and vefted in the King. At this time the number ^ 
of bank notes coined amounted to 59 millions of 
livres. 

April 22, 17 1 9- A new coinage of 51 millions 
of notes; in which the tenure of the note was 
changed, and the paper declared monnoie fixe. 

May 1 7 1 9. Law's company of the Weft incor- 
porated with the company of the Eaft Indies ; after 
which it was called the Company of the Indies. 

\ June 
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June 1719* Created 50,000 new adions of (he 
incorporated company } fold for coin at 550 livres 
/^raftion* 

June 3, 1719* The mint made over to Ae 
company for 50 millions. 

June 10, 1 7 1 9* Coined of bank notes for 50 
millions of livres. 

July 1719- Created ^^6,000 aftions as above, 
ibid, for notes, at 1000 livres /^r aftion. 

July 259 1719* Coined of bank note^ for 240 
Aiillions* 

Augufl 1 7 1 9. The company obtains the gene- 
ral farms t promifes a dividend Upon every adlion 
of 200 livres : agree to lend the King fix teen hun* 
dred millions at 3 per cent, and have transferred M 
them 48 milHons per annum for the intereft of that 
fum. 

September 12, 1 7 1 9. Coined of bank notes for 
1 20 millions. > 

September 13, 17 19. Created no lefs than 
1 00,000 • adions ; price fixed at 5000 livres per 
aQion« 

September 28, 171 9. Created 100,000 more 
adions, price as the former, fixed at 5000 livres 
each. 

Oftober 2, 17 19. Created 100,000 more 
adions, price as the former, at 5000 livres each. 

Odober 4^ 17 19. Coined by the Regent's 
private order, not ' delivered to the company, 
24,000 more a£Uons, which completed the num- 
ber of 624,000 anions ; beyond which they never 
extended. 

Odober24, 1719. Coined of bank notes for 

X 20 millions. 

Decern* 
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December ig. i7io« Coined of banknoCes for ch a p« 
129 millions. 

January 1720* Coined of baxlk notes for ai 
miUions. 

February 1720. Coined of bank notes for 279 
millions. 

February 22, 1720. Incorporation of the bank 
with the company of the Indies. 

February 27, 1720. A prohibition by which 
no one was to have in his cuftody more than 500 
livres of coin. 

March 5, 1720. The coin raifed to 80 livres 
fer marc. 

Mardi 11, 1726. The coin brought down ta 
6 s livres per marc } and gold forbidden to be 
coined at the mint, or ufed in commerce. 

March 1720. Coined of bank notes for 191 
803 o6d livres. 

April 1720. Coined of bank notes for 792 
47I 720 livres. 

May I9 1720. Coined of buk notes for 642 

395 i3ol»^^W8» 

May 21, 1720. The denonnnadon of the pa- 
per ^miniflied by arret of council, which, in an 
inftant, put an end to all credit, and made the 
bubble burft. 

At this period had been coined of bank notes to 

livret 

itic immenfe fum of • • 3 696 400 000 
Of which had been iflued 2 235 083 590 



Remamed in the bank • 461 316 410 

Dutdt, Vol. L p. 144. Vol. IL p. 207. 
Vouin. Z May 
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May 17, 1720. The arret of tht 21ft of diis 
month recalled, and the paper reftored to hs full 
denoimnatton. 

May 29, 1720. The coin raifed to ii lifres 10 
ibis ^r marc. 

June 3) 1720. 400,000 actions belonging to 
die Regent are burnt ; and the 24,000 more, whi<;h 
were created Odober 4, 17 19, fupprefied ; alfo 25 
millions of the intereft formerly granted to the 
company for their loan of 1 600 millions, yielded up 
by the company, and conftituted again upoo the 
[ fown-houfe of Paris. 

0£tober 10, 1720. AU bank notes are ordered, 
by arret of this day, to be fupprefled, if not bix>ught 
to the bank before the ift of December/oUowing, 
in order to be paid in manner therein fpecified- 



C H A P. XXIX. 

Continuathn of the Account of the Royal Sank of 
trance^ until the Time that the Cornpany of the In- 
dies prondfed a Dividend of 200 Livres per 
Ailion4 

THESE things premlfed, what follows will, I hope, 
be eaiily underftood. 
As foon as the Regent of P*rance perceived the 
wonderful effeds produced, by Law's bank, he im- 
mediately relblved to make ufe of that engine, for 
clearing the Kipg's revenue of a part of the unfup- 
portable load of 80 millions of yearly intereft, due, 
though indeed very irregularly paid, to the cre- 
ditors. 

It 



XXIX. 



OF POLtnCAL (ECONOMY- j39 

It was to compafs this end, that he bellowed x)n <^^ a^^- 
Law the company of the 'Weft Indies, and the farm 
of the tobacco. ' 

To abfojfb 100 milliofts of the moft difcredited 
articles of the Kling's debts^ 200,000 adions or 
fhares of this company were created. Thefe were 
rated at 500 livres each, and the fubfcription for 
the adions was ordered to be paid in biUets d^dat^ 
fo much difcredited by reafon of the bad payment 
of the intereft, that 500 livres, nominal value in 
thefe billets, would not have fold upon change for 
above 160 or 170 livres. In the fubfcription they 
were taken for the full value. As thefe actions 
became part of the company's ftock, and as the 
interell of the billets was to be paid to the com- 
pany by the King, this was eSedually a loan from 
the company to the King of 1 00 millions at 4 fer 
ctnU 

The next ftep was to pay the intereft regularly 
to the company. Upon this the adions which had 
been bought for 170 livres, real value, mounted 
to par, that is, to 500 livres. 

This was afcribed to the wonderful operations of 
the bank \ wber^^s it was wholly owing to the re- 
gular payment of the intereft. 

In May following 17 19, the £aft India tu)mpany 
was incorporated with the Weft India company : 
and it was ftipulated that the 200,000 afiions for- 
merly created, were to be entitled to a conimon 
ihare of the profits of the joint trade. 

But as the fale of the firft 200,000 adioQs had 
produced no liquid value which could be turned int^ 
JXade (having been paid fo^. in ftate billets), a crea- 

Z 2 tion 
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tion of 50,000 new afUons tms made in June 17 i9f 
and the fubfcription opened at 550 livres payable in 
effe£Uve coin. 

The confidence of the public in Mr. Law, was at 
this thne fo great, that they might have fold for 
much more : but it was judged expedient to limit 
the fubfcriptions to this fum ; leaving the price of 
the actions to rife in the market, according to de- 
mand, in favour of the -original fubfcribers. 

This money amounting to 27 500 000 livres in 
coin^ was to be employed in building of (hips, and 
other preparations for carrying on the trade. 

The hopes'of the public were fo much ndfed by 
the favourable appearance of a mod lucrative trade, 
that more adions were greedily demanded. 

Accordii^ly in a month after (July 1719) an- 
other creation was made of 50,000 a£tions ;- and 
the price of them fixed at 1 000 liyres. 

It mufl be obferved, that all a£Hons delivered by 
the company of the Indies, ori^ally contained an 
(d)ligation on the company for no more that 4 pd 
cenu upon the value of 500 livres, with a propoN 
tion of the profits on the trade ; fo that the rife of 
the adions proceeded entirely fMirn the hopes 
of thofe great profits, and from the finking of the 
rate of intereft \ a confequence of the plenty of mo^ 
ney to be lent. 

But befides the trade, what raifed their value at 
this time, was, that juft before the laft creation of 
a£lions, June 10, 17 19, the King had made over 
the mint to the company for a confideration of 50 
' millions of livres ; and this opened a new brands 
of profit to every one interefted. 

The 
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The fale of the hft coined actions taking place at c h a p. 
1 000 livres each, fo great a rife feems to have en« ^ 

gaged the Regent to esttend his views much farther 
than even To fay that he fore&w what was to 
happen, would be doing him the greateft injuftice. 
He forefaw it not, moft certainly; for no man 
could forefee fuch complicated events* But had he 
conduced himfelf upon folid principles ; or by 
the rules which, we now fay, common honelly re- 
quired, he certainly never would have countenanced 
the fubfequent operation* 

The fourth creation of a6tions was in the begin* 
ning of September 1719* 

In the interval between the third and the fourth 
creation, the Regent made over the general &rmi 
to the company, who paid three millions and a half 
advanced rent for them. And the company ob« 
liged themfelves to lend the King (including the 
1 00 millions already lent upon the firft creation of 
adions) the immenfe fum of 1 600 millions at 3 per 
cent, that is, for 48 millions intereft. Now it is 
very plain, that before the month of September 1 7 1 9, 
it was impoi^ble they could lend the King fo great a 
fum. 

They had already lent him, in September 1 7 1 8f 
top millions, by taking the billett (Tetat for thefub^ 
fcription of the firft creation of adions; the fecond 
creation had produced coin, laid, out in mercantile 
preparations ; and the third creation of actions, at 
the flandard value, was worth no more than 50 mil« 
lions of Ixvres : this was their whole flock* Where 
theil CQuld they find 1 500 millions more to lend i 

Z ^ I therefore 
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I therefore conclade, that at this time, the fcheme 
which I am now to imfold, muft have more or lefs, 
taken place between the Regent and this great 

C(Hnpany. 

The public was abundantly perfuaded of the pro- 
digious profits of the company, before they got 
pofleffion of. the general farms. No fooner had 
they got this new fource of riches into their 
hands, than they promifed a dividend of no 
lefs than 200 livres on every a£tion, which was ten 
times more than was divided on them when at iirft 
created. 

The confequence of this was, that (fuppofing the' 
dividend to have been permanent and fecure) an 
adion then became as well worth 5000 livres as at 
frjl it was worth 500 livres ; accordingly to 5006 
did it ];ife, upon the promife of this new dividend. 

But what could be the motive of the company to 
promife this dividend, three months only after their 
eftablifhment ? Surely, not the profits upon a ti'ade 
which was not as yet opened* Surely, not the 
profits upon the Sling's farms ; for thefe profits it 
was greatly their intereft to conceal. 

Their views lay deeper. The Regent perceived 
that the fpirit of the nation was too much inflamed, 
tp fuffer people to enter into an examination of the 
wonderfu} phaeQomenii arifing from the eftablifh- 
ment of the bank, and company of the Indies. If 
,the company promifed 200 livres dividend, the 
public concluded that their profits would enable 
them to pay it ; and really in this particular t{)^ 
public might be excufed. 

The 
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The plan, therefore, concerted between the Re* 
gent and the company feems to have been, to raife 
the actions to this great value, in order to keep up 
a greater quantity of notes m circulation. 

This was to be accompliflied, firft by the Regent'i 
purchafing the anions himfelf from die company ; 
fecondly, by borrowing back the notes he had 
paid for them, in order to fill up the loan which 
the company had agreed to make ; thirdly, to pay 
off all the public creditors with thofe notes fo bor'^ 
rowed back ; and fourthly, wh^n the nation was 
once filled with bank paper, to fell at an adequate 
price, the actions he had purchafed from the com- 
pany, to withdraw his own paper, and then to de- 
ftroyit 

3y this operation the whole debts of France were 
to be turned into a£Hons ; and the company was to 
become the public debtor, inftead bf the King, who 
would have no more to pay but 48 millions of lnte« 
reft to the company. 

By this operation alfo, the Regent was to with- 
draw all the bank notes which he had iflued for no 
other value but for the payment of debts ; which 
notes were demandable at the bank : and for the' 
future, he was to iffue no more (I fuppofe) but for 
value pre&rved. 
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CHAP. XXX. 

Inquiry into the Motives of the Duke of Orleans in 
concerting the Flan of the Mi/Jtjip^. 

'VTOW if we examine the motives of the Regent, 
with regard to this plan, and fuppofe that he 
forefaw all that was to happen in confequence of 
it ; and if we alfo fuppofe that he really believed 
that the company never could be in a fituation to 
make good the dividend of 200 livres, whidh they 
had promifed upon their a£b'ons ; in a word, if we 
put the word interpretation upon all his a£Hons, we 
mud conclude that the whole was a mod confum* 
mate piece of knavery. 

But as this does not appear evidently, either by 
the fucceeding operations, or ultimate confequences 
of this fcheme, I am loth to afcribe, to that greiat 
man, a fentiment fo oppofite to that which ani- 
mated him, on his entrance upon the regency, 
when he nobly rejected the plan propofed to him 
fbx expunging the debts altogether. 

I may therefore fuppoff , that he might believe that 
the company to whom he had given the mint, the 
tobacco, the farms, and the trade of France, and 
to whom be foon after gave the general receipt of 
^11 the revenue, might by thefe means be enabled 
to make good their engagements to the public. I 
fay, this may befuppofed ; in which cafe judice was 
tp be 4o?ie to eyqy one ; and the King's debts wer^ 

§ to 
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ie be redaced to 48 millions a year, inftead of 80 

millions. 

» 

That this is a fuppofeable cafe, I gather from 
Dutot, who gives us an enumeration of the revenue 
-of the company. Vol. I. p. 162. as follows : 
Revenue of the Company of the Indies. 
Intereit paid to the company fer 
annum - - . * . 48 000 000 
Profits upon the general fairms 1 5 000 000 

Ditto upon the general receipt of 
other taxes - • « • 1500000 

Ditto upon the tobacco • - a 000 000 
Ditto upon the mint . • • 4000000 
Ditto upon their trade * • 10 000 000 



In all of yearly income - - 80 500 000 

Now if we fuppofe the intereft of money at 3 

fer cent, this fum woul4 anfwer to the capital of 

2664 millions, which was more than all the debts 

of the kingdom, for whidi they were to become 

anfwerable. 

Upon this view of the matter, I fay, // waspoffi^ 
ble^ that the Regent might form this plan, without 
any intention to defraud the creditors ; and more ( 
do not pretend to afBrm. 

I have faid that he purpofely made the company 
raife the price of their actions, in order to draw 
more notes into circulation. 

To this it may be objefbed, that he might as well 
have paid off the creditors with bank notes, with«< 
out going this round-about way to work j and have 
left them tp pu^chafe the a^ons dire^ly from the 
fcompany. 

lanfwer. 
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I anfwcr, that fuch an operation would have ap- 

peared too barefaced, and might have endangered 

the credit of the bank. Whereas in buying the 

aftions, which were fought after by every body, 

the ftate appeared deiirous only of acquiring a fliare 

of the va(l profits to be made by the company. 

Farther : i • 

As the company appeared willing to accept of 

bank notes from the ftate, in payment of their ac» 

tions, this manoeuvre gave an additional credit both 

to the actions, and to the notes; Zr thing very ne* 

ceflary to be attended to, in a fcheme which was 

calculated to bring about a total transformation of 

the fecurity for the King's debts. 

I muft however obferve, that at the period con<. 
ceming which we are now fpeaking (viz. at the 
time the qompany promifed the dividend of 200 
livres per aftion) the plan we have been defcribing 
could not have been carried into execution. 

There were at that time no more than 400,000 
aft ions created, rated at 777 million* : of thefe 
were already difpofed of at leaft 250,000, to wit, 
the original 200,000 5 and the fecond creation of 
50,000, fold for coin. Befides, there were then 
only coined in bank notes for 520 millions. So 
there was not a pofTibility of executing the plan I 
have mentioned, as matters then ftood. 

It is from the-fubfequent operations of the fyftem, 
that it appears evident that this and this only coul4 
be the intention. 

We fhall fee how the number of a£Kons were 
jnultiplied, without any other view than to make 

thq 
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the public imagine, that the funds necefiary for ^^J^^- 
carrying on the trade of the company were im« 
menfe. 

The number of the aftions fold *to the public was 
very inconliderable^ compared with thofe fold to 
the Regent, and found in his hands at the blowing 
up of the fyftem. 

Befides, at the period when the number of ac- 
tions was carried to the utmoft, viz. to 624,000, 
the bank notes bore no proportion to their value ; 
-for, on the 4th of Oftober 1719, when the laft 
creation of afUons was made, tl\e bank notes 
did not exceed the fum above fpecified, to wit, 
520 millions. 

But in tracing the progrefs of the fyftem upon 
the preceding table, we perceive, that after the ac- 
tions were once carried to their full number (Oc- 
tober 4th 17 19), the coining of banknotes went on 
at a moft prodigious rate : fo much that by the 
monrfi of May 1720, they were increafed from 520 
millions, to above 2696 millions ; and on the 21ft 
of that month, all this fum, except 461 millions, 
were found in circulation. 

Farther: We fhall fee, that when the R^ent 
and the company made out their accompts, there 
were found in the Regent's hands no lefs than 
400,00.0 aftions, which were burnt ; and in con- 
fequence of this 25 millions of intereft upon the 
fum of money due by the King to the company, 
were extinguiflied. 

Thefe hGts prove beyond a doubt, that thefe 
4po,opp anions had been bought with the notes 

coined 
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coined poftcrior to the 4th of Oftober 1719 ; other, 
wife the a&ions could^not have become the property 
of the ftate. 

Bcfidcs, it was acknowledged publicly, that the 
Botes were coined for this purpofe^ (See Dutot^ 
Vol. L p. 144.) In the next place, it is evident, 
that the notes which had been given by the ftate in 
payment for thefe aftions, muft have been paid 
back to the ftate, by the company, in order to fill 
up the loan of 1 600 millions of livres ; which the 
company never could have otherwife lent to the 
King. And in the laft place, it is certain that the 
public debts were paid off with thefe notes, fo bor- 
rowed back from the company : becaofe we fhall 
find the notes in circulation at the blowing up of 
the fyftem, on the aift of May 1720 ; and we fliall 
fee how they w^ere paid and withdrawn in Oftober 
following. 

This detail is, I confefs, a little long, and perhaps 
too minute : but I thought it neceffary to prove the 
folidity of my conje^res concerning the Regent's 
motives in concerting this plan ; which no French 
author, that ever I faw, has pretended to imfold, 
except by hints too dark to be eafily comprehended* 

What is now to follow, will ftill fet my conjee* 
lures in a fairer light. We have feen already from 
the table, with what rapidity the creation of actions 
went on from the 13th of September to the 4th of 
Oftober 1 7 1 9* No lefs than 334,000 were created 
in this interval. 

Yet Dutot, vol. ii. p. 169, ct feq. pofijively fays, 
that on the 4tti of Odtetjer, the compwY had not 

fol4 
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Ibid for more than 182,500,000 livrcs of thcar c"^- 
a^ons. Now the total value, as they were rateci 
when created, extended to 1,797,^00,000} fo 
there was little more than one tenth part of the va* 

lue fold off. 

Why therefore create fuch immenfe quantities 6f 

anions, and fo far beyond the-demand for tbem^ 
but to throw dufl in the eyes of the public ; to 
keep up the fpirit of infatuation ; and to pave the 
Way for the final execution of the plan ? 

The adions being brought, by four facceflive 
creations, of the 13th and 28th of September, the 
2d and 4th of Oftober, to their full number, the 
company, during this interval, obtained the general 
receipt of the whole revenue. Thus, fays Dutot, 
vol. ii. )p. 1 97. the company was intruded with the 
whole revenue, debts and expences of the (late, and 
all unneceifary charge was avoided in collefting and 
adminiftering it. 

In the month of November 1719, the credit of 
the bank, and of the company, was fo great, that 
the aftions rofe to 1 0,000 livres. Netwithftanding^ 
{ays Dutot, vol.ii. p. 198. that the company did 
what they could to keep down the price, * by throw- 
ing into the market, in one week, for no lefs than 
30 millions. He afligns feven different reafons for 
this, which, all put together, are not worth one ; 
to wit, that the Regent was ready to buy up every 
one that lay upon hand, in concert with the 
company. 

If the company had been inclined to keep down 
the price of the aftions,' they had nothing more to 
4o than to deliver part of the vaft number they ftill 

had 
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had unfold, at the flandard value of 5000 lilrrtS, at 
which they were rated when created ; and this 
would have cffeftually prevented their rifing to 
1 0,000 livres. 

But It was the intereft of the Regent, who was 
at that time well provided with aftions, to ftock- 
job, and to buy with one hand, while he was felU 
, ing with the other : thefc operations were then as 
well known in the flreet called Quinquempoix, as 
now in Change-alley. 

As a proof of the juftnefs of my allegation, that 
the Regent was doing all he cbuld to raife the price 
of the a£Hons, Dutot informs us, in the place above 
cited, that the bank, at this very time, was lending 
money, upon the fecurity of adions, at 2 per cent. 
Since this was the cafe, how was it pofTible that an 
aftion, with 200 livres dividend, fliould fell fw lefs 
than 10,000 livres, which is the capital corre- 
iponding to a 00 livres, at 2 per cent. ? 

This is evident ; and were it neceflary, it may 
be proved to demonftration, that the rife of the ac- 
tions was merely the confequence of a political coiv 
trivanc^. 

But j/*meney, at that time, came to bear no more 
than 2 per cent, and if the company were able to 
afford 200 livres upon the adion ; where was the 
iniquity of raifmg the actions to 10,000 livres ? I 
conifefs I can fee none, nor do I po-ceive eithej the 
impoilibility or improbability of the two poftulata, 
had matters been rightly condu£ted« 

As to money's falling to 2 per cent, any man of 
20 years old may expeA to fee it, without a Mifi" 
ftppi : and as for the payment of the dividends, 

there 
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there never were in the hands of the public, nor chap. 
ever could be, had all the creditors of the 2000 
millions 6f public debts xnyefted in a£tions at 
10,000 a^piece, oae half of 614,000 a6Uon$ dif« 
pofed of : coitfequently, the 200 livres dividend 
would not have amounted, upon 3 1 t,ooo afkions, 
to more than 62,400,000 livres ; and the revenue 
of the company, as we have feen, exceeded 80 
millions a yean 

This ftill tends to juftify the Regent from the 
grofs imputation of fraud, in the conduft of the 
Miffifippi. 

But what Ihould ftill more exculpate this prince, 
in the eyes of every implurtial man who examines 
the whole conduft of the affair, is the uniform fen- 
timents of the nioft inteltigent men in France con- 
cerning the doctrine of money and credit. 

When we find Dutot, who wrote againft the ar« 
bitrary change of the coin ; and De Melon, the 
Regent's man of confidence and fecretary, who 
wrote in favour of it, two perfons confidered.ia 
France as mofl able financiers, both agreeing, that 
during the operations of the fyftem, money never 
was to be confidered but according to denomina- 
tions J that there was nothing againft good policy 
in changing the value of thefe denominations ; and 
that paper-money, whether iffued for value, or for 
no value, or for the payment of debts, was always 
good, prt^lded there was coin enough in France for 
the changing of it ; and this, although the coin it- 
felf did not belong to the debtors in the paper : when 
thefe principles, 1 fay, were adopted by the men of 
penetration in France ; when we find them pub- 

liihed 
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liflied in their writings, many years after the Re« 
gent^s death, as maxims of what they call di« 
iredh public ; I think it would be the higheft injuf* 
tice to load the 'Duke of Orleans with the grols im» 
putatioR of knavery, in the Miffifippi fcheme. 

Law no doubt bm its tendenqr* But Law faw 
alfo, that credit fupported itfidf on thofe occafions, 
where it ftood on the mod ticklilh bottom : he faw 
bank notes to the amount of more than two thou* 
fand millions, iflued in payment of the King's dc;})t8, 
without occafioning any run upon the bank, or 
without fuggefting an idea to the public that the 
bank ihould naturally have had fome fund, to 
make them good: he law people, who were in 
pofleifion of a value in paper exceeding 5ooo miU 
lions of livres, '60 to die marc, (Dutot, vol. u 
p. 144.) look calm and unconcerned, when, in one 
day, the coin was raifed in its denomination to ^ 80 
livres in the marc ; by which operation, the 6ooa 
millions of die day beifore loft 15 fer^ceni. of their 
real value. He (aw that this operation did not in 
the leaft affed the credit of the bank paper ; be« 
caufe people minded nothing but denominations. 

He faw farther, that by the operation propofed, 
the whole debt of the KJng would be transferred 
upon the company. He faw that thefe dd)ts, beii^ 
turned into bank notes, would not b^ fuffident to 
buy above 200,000 actions, at the value they then 
fold for. He knew that the R^ent, w1k> had 
bought 400,000 of thefe a£tions at 5000 livres 
a-piece, that is, at half price, would remain in pof- 
feffion of 200,000 adions, after felling enough to 
draw back the whole of the bank notes iflued for 

the 
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the payment of the debts ; and he faw that the com- ^^^^^' 
pany of the Indies had a yearly income of. above 80 
millions to enable them to make good their engage* 
inents : befides, he faw a power in the King to raife 
the denominations of the coin at will, without 
mocking the ideas of his people ; by which means 
he might have paid the 2000 millions with one louis 
d*or. Put all thefe circumftances together, and I 
can imagine that Law's brain was turned ; that he 
had loft fight of all his principles ; and that he 
might believe that his former common fenfe was, 
at that time, become abfolute nonfenfe in France. 

That common fenfe may become nonfenfe, is a 
thing by no means peculiar to France, but quite pe- 
culiar to man^ 

I fhall offer but one argument more, to prove 
that the Duke of Orleans, and Law, could have no 
premeditated defign of defrauding the public, by 
thefe wonderful operations ; which is, that to fup- 
pofe the contrary, would be to allow them an infi** 
nite fuperiority of underftanding over all the reft 
of Europe. 

Until the bubble burfted nobody could know 
where it was to end 2 every thing appeared very ex* 
traordinary indeed ; and the fatal cataftrophe might 
have been expedled from the greatnefs of the under* 
taking, merely. But had there been any roguery 
in the plan itfelf, it muft have appeared palpable 
long before ; becaufe the whole of the operations 
in which only it could confift, were public. 

All the notes were created by public aft of coun* 
cil ; fo were the adions : the loan of 1 6co mil* 
lions to the King, by the company, was a public 

VquUL a a deed; 
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deed^ 5 fo was the alienation in their fevour, of 4! 
millions for the intereft of this fum. Notes were 
avowedly coined in order to purchafe anions, 
(Datot, Vol.1, p. 144.) the creditors were avow- 
edly paid with bank notes, at a time when it was 
forbidden to have 500 livres in coin in any per- 
fon's cuftody ; confequently, it was alfo forbidden 
to demand coin for bank notes. 

Now all this was going on in the months of Fe- 
bruary, March, April, and the beginning of May 
1720; without any fufpicion of any failure of 
credit. The coin alfo was fometimes raifed, forac- 
times diminiihed in its value, and ftill the fabric 
ftood firm. 

Under ihefe circumftances, to fay there was kna- 
very, is to fay that all the world were abfolutely 
blockheads, except the Regent and John Law: 
and to this opinion I never can fubfcribe. 

It may feem furprifing that I fliould take fo much 
pains to juftify the two principal condudors of this 
fcheme. My intention is not fo much to do juftice 
to their reputation, which has been grofsly calum- 
niated by many, who have written the hiftory of 
thofe times, as to prove, that an ill-concerted fyftem 
of credit may bring ruin on a nation, although fraud 
be out of the queftion : and if a nation be plunged 
mto all the calamities which' a public bankruptcy 
can occafion, it is but a fmall confolatioa to be af« 
fured of the good intentioas of thofe who were die 
caufe of it. 
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CHAP. XXXI. 

Continuation of the Account of the Royal Bank of 
France J until the total Bankruptcy on the 2iji 'of 
May 1720. 

T NOW refume the thread of my (lory. We left chap 

off at that period when the credit of the com- ^ ^xxi. 
pany and of the bank was in all its glory (Novem- 
ber 1 7 19); the aftions felling at 10,000 livres, di- 
vidend 200 livres a year per aftion, and the bank 
lending at 2 per cent. : all this was quite coniiftent 
with the then rate of money. 

In this ftate did matters continue until the 2 2d of 
February 1720, when the bank was incorporated 
with the company of the Indies. 

The King ftill continued guarantee of all the 
bank notes ; none were to be coined but by his au 
thority : and the comptroller-general for the time 
being, was to havri, at all times, together with the 
Prevot des marchands of Paris, ready accefs to infpe6l 
the books of the bank. 

As the intention, ai the time of the incorporation, 
was to coin a very great quantity of notes, in order 
to buy up the a£Uons, and to borrow back the 
jnoney, in order to pay off the creditors, it was pro* 
per to gather together as much coin as poffible, to 
guard againft a run upon the bank : for whidi pur- 
pofe the famous Arret de Confeil^ of the 27th of 
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February 1720, was publiflied, forbidding any per- 

fon to keep by them more than 500 livres in 

coin. 

This was plainly annulling the obligation in the 

bank paper, to pay to the bearer on demand the fum 
fpecified^ tnftlver coin. 

Was it not very natural, that fuch an arret (hould 
have, at once, put an end to the credit of the bank ? 
No fuch thing however happened. The credit re- 
mained folid after this as before \ and nobody 
minded gold or filver any more than if the denomi- 
nation in their paper had had no relation to thefe 
metals. Accordingly, many, who had coin and 
confidence, l^rought it in, and were glad to get 
paper for it. 

The coii^ being coUefted in about a week's time^ 
another Arret de Confeil^ of the 5th of March, was 
iflued, raifmg the denomination from 60 livres to 
80 livres the marc. Thus, I fuppofe, the coin 
which the week before had been taken in at 60 li- 

» 

vres, was paid away at 80 : and the bank gained 
33t P^^ ^^^^* ^P^^ ^^^^ operation. Did this hurt 
the credit of the bank paper ? Not in the leaft. 

As foon as the coin was paid away, which was 
not a long operation, for it was over in lefs than a 
week ; another Arret de Confeil^ of the 1 1 th of the 
fame month of March, came out, declaring that, 
by the firft of April, the coin was to be again re- 
duced to 70 livres the marc, and on the firft of 
May to 65 livres. Upon thif , the coin, which had 
been paid away the week befdre, came pouring iQto 
the baok^ for fear of the diminudon which was to 

take 
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take place the firft of April. In this period of about chap. 
three weeks, the bank received in coin about 44 mil- 
lions of livres ; and thofe who brought it in thought 
they were well rid of it. 

It was during the months of February, March, 
and April 1720, that the great operations of the 
fyftem were carried on, 

We may fee by the chronological anecdotes in the 
98th chapter, what prodigious fums of bank notes 
were coined, and ifTued during that time. It was 
during this period alfo, that a final conclufion was 
put to the reimburfing all the public creditors with 
bank notes : in confequence of which payment, the 
former fecurities granted tp them by the King, \m- 
der the authority of the parliament of Paris, were 
withdrawn and annulled. 

Here then we have conduced this fcheme to the 
laft period. 

There remained only one ftep to be made to con» 
dude the operation ; to wit, the fale of the adions, 
vhich the Regent had in his cuftody to the number 
of 400,000. 

Thefe were to be fold to the public, who were at 
this time in pofTi^ilion of bank notes to the value of 
^ 235 083 590 livres. See the foregoing table. 

Had the fale of the afUons taken place, the notes 
would all have returned to the bank, and there have 
been deftroyed : by which operation, the company 
would have become debtor to the public for the di*« . 
vidends of all the adions in their hands, and to the 
King for all thofe which might have remained if! 
the hands of the Regent. Thefe proportions we 
cannot bring to any calculation, as it would have 
depended entirely on the price of the aftions dur« 
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ing fo great an operation ; and on the private con* 

ventions between the parties, the Regent and the 

company. 

But alas ! all this is a vain fpeculation. The 

fyftem, which hitherto had flood its ground in fpite 

of the moil violent (hocks, was now to tumble into 

ruin from a childifh whim. 

In order to fet this ftroke of political arithmetic 
in the moft ludicrous light poffible, I mud do it in 
Dutot's own words, uttered with a fore heart and in 
fober ladnefs* 

He had faid before, that the coin of France was 
equal to 1 200 millions of livres at 60 livres the marc« 
This marc was now at 65 livres (in May 1720, as 
tbove), fo the numerary value, as he calls it, (that 
is the donominationO of the coin was now riftti to 
1 300 000 000 ; but the bank notes circulating in 
the month of May were carried to 2 696 400 qqo ; 
then he adds, 

** The 1300 millions of coin which w^re in 
^* France^ were very for from 2696 millions of 
♦* notes. In that cafe the fum of notes was to the 
v^* fum of coin, nearly as t^ are to i j that is to fay, 
^* that 207 livres 8 fols i^ denier in notes, was 
•* only worth 1 00 livres in coin ; or otherwife, 
^^ that a bank note of 100 livres was only 
** worth 48 livres 4 fols 5 deniers in coin, op 
f* thereabouts/* Would not any mortal conclude 
from this calculation of Dutot*$, that the whole 
fum of 1 3 00 millions had been in the bank) as the 
only fund for the payment of the paper ? 

This is a laboured equation, and from it we have 
a fpeciraen of this gentleman's method of calculat- 
ing the value of bank paper : but let us hear him out, 

^' This 
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^* This prodigious quantity of money in circula- chap. 
** tion,'* fays he, " had raifed the price of every 
*' thing exceffively : fo in order to bring down 
** prices, it was judged more expedient to diminifli 
^^ the denomination of the bank notes, than to raife 
** the denomination of the coin ; becaufe that 
** diminifhed the quantity of money, this augi 
** mented it/' 

This was the grand point under deliberation, be* 
fore the famous arret of the 2 1 ft of May was given, 
viz. whether it were better to raife the value of the 
coin, which did not belong to the bank, but to the 
French nation, to double the denomination it bore 
at this time, that is, to 130 livres the marc, by 
which means the 1300 millions would have made 
£600 millions, or to reduce the 2600 millions of 
bank notes to one half, that is, to \ 300 ipillions^' 
the total denomination of the coin. 

To fome people it would have appeared more X2^ 
donal to rejed both the alternatives, and to allow 
matters to ftand as they were, as long as they would 
ftand, at leaft until the adions had been all fold 
off; but this was not thought proper. After a mofl: 
Learned deliberation, it was refolved to reduce to 
one half» the denomination of all the paper of 
France, bank notes as well as actions, inftead of 
raifi^g the denomination of the coin ^ and this be- 
caufe the prices of commodities were fuppofed to bfi 
10 pr(^rtion to the quantity of the denominations 
of money. 

The arret was no foQlier publi&ed than the 
whole pape^ fabric fell to hotbing. Tbe day .fbl- 

A a 4 lowing. 



S6o AN INQUIRY INTO THE PRINCIPLES 

* o o K lowing, the 2 ad of May, t man might have ilarved 
witl> a hundred millions of paper in his pocket. 

This was a cataftrophe the like of which, I believe, 
never happened : it is fo ridiculous that it is a fubjed 
fit only for a farce. 

Here Dutot's lamentations and regrets are ini- 
mitable. 

In one place he fays, *' Credit was too far 
^ ftretched to be folid. It was therefore proper to 
^* facrifice one part, to give a folidity to the other, 
^^ Even this was done ; but the confequences did 
** not correfpond to the intention. Confidence, 
** which is the foul of credit, eclipfed itfelf, and the 
^^ lofs of the bank note, drew on the lofs of the 
<« adlion/' 

In another place he fays, ^' This 'arret of the 21ft 
<* of May, which, according to fome blefoit Peqidte*^ 
(a very mild expreffion !) ** deftroyed all confi- 
^ dence in the public ; becaufe the King had dimi^ 
** nifhed one half of that paper money (the bank 
•* notes) which had been declared fixed.^* 

Is it not a thoufand pities that confidence (hould 
have difappeared upon fo flight a wound given 10 
equity, only in the opinion of fome ? For Dutot 
thought the operation perfefilly confiftent with the 
principles of public credit, 

He tells us, that a letter was written to calm the 
minds of the people, and to flhew them how abfurd 
it was, to allow the paper to be fixed, while the coin 
varied : but, fays he, *' as there was a revenue at- 
^^ tached to the a£lion, the value of th^t paper did 
<« not depend fo much upon the capital^ as on the 

*^ fuift 
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♦* fum of the intercft." Very juft. But were the ^^^ 
dividends to Hand at 200 livres, without fuflfering 
the fame diminution as the a£tion ? And how was 
confidence to fubfift in a country, where the deno* 
minations of both the paper and the coin were at 
the difpoi^l of a minifter ? 

The diminution upon the paper, by the arret of 
the 2 1 ft of May, raifed a mod terrible clamour ; 
and Law became the execration of France, inftead 
of being confidered as its faviour. He was banifhedf 
and reduced to beggary the fame day. 

'Nyhat profit could either the Regent, or Law, 
have reaped from the fuccefs of fuch an operation 2 
Had the coin been raifed to 130 livres the marc, no 
hurt would probably have enfued, and the fame 
cffeft would have been prodifced. 

.Had matters been left without any change at all, 
no bad confequenc^ would have followed : thefe 
exifted only in the heads of the French theorifts. 
There was, indeed, twice as much money in bank 
notes as in coin, in the whole kingdom of France : 
and what then ? 

When the Regent faw the fatal effefts of his arret 
gf the 2ift of May, he revoke^ it on the 27th of 
the fame month. On the 29th, he raifed the coin 
to 82 livres 10 foU in the marc, and re-eftabli(hed 
all the paper at its former denomination : but, as 
X)utot has faid, confidence was gone, and was no 
more to be recalled. Nothing fuiprifes me, but 
that (he lived fo long under fuch rough manage- 
ment. 

Dutot, in talking of this augmentation of the coin, 
op the 29th of May, to 82 livres 10 fols, fays, 

" This 
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B^o o K ^ This operation was confident with the prindples 
** of public credit, and advantageous. They would 
** have done better had they puihed the augmema* 
^' tion to 135 livres the marc ; which -would have 
*^' made the fpecie of France equal to the fum of 
** banknotes.** Thefe are his words, p. 165, 

Are not thefe very fenfible principles, coming 
from a man who has written a book, which indeed 
few people can underftand, in order to prove the 
great hurt of tampering with the coin of France } 



CHAP. XXXII. 

Conclufton of the Mifflfippi Scheme. 

TPHE Regent, perfuaded that the blunder of the 
2 1 ft of May was abfolutely irreparable, fell to 
work next to clear accompts with the company. 

He owed them 1600 nullions capital, and 48 
millions a year of intereft upon it. 

On the other hand, he had in his poiTeflion no 
lefs than 400,000 actions, which at 200 livres divi* 
dend, which the company was obliged to pay, 
amounted to 80 millions a year. 

How the Regent and the company fettled mat- 
ters I do not know precifely. This, however, is 
certain, that by the arret of the 3d of June 1720, 
the number of 400 000 actions, belonging to the 
Regent, were burnt ; and 24 000 more, which had 
been created by his particular order, the 4th of Oc- 
tober 1719, and never delivered to the company, 
were fupprefled. 

On 
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On the other hand, the company ceded 25 mil- chap. 
lions a year, of the 48 millions which had been ' 
transferred to them. 

This fum was conftituted anew upon the town* 
houfe of Paris, as a fund to be fubfcribed for by 
the proprietors of bank notes, at the rate of ^j. per 
cent, or as the French call it at the 40th penny. 
(Dutot, p. 168.) In confequence of this, 530 mil* 
lions of bank notes were fubfcribed for, and paid 
in, in the month of June 1720. 

After the deftrudion of the 400,000 afHons^ the 
credit of the bank notes languifhed until the loth 
of Oftober 1720* 

The objeft for which they were created was xu)W 
gone. The whole fcheme of transferring the King's 
debts upon the company vaniihed in the conflagra- 
tion of the a£Uohs* ' What was then to be done I 
The bank was at an end : 2235 millions of dif-^ 
credited bank notes in circulation, and a fms^l fum 
of coin to make them good, was a fituation which 
no authority could long fupport. 

The refolution then was taken to put a final con« 
clulion to this great affair ; to bid a long ' farewel 
to credit and confidence ; and to return to the old 
fyftem of rents upon the town-houfe of Paris ; and 
of coming at money in the bed way they could. 

We (hall now fee how this was accomplifhed ; 
and thereby form a pretty good guefs at the extent 
of the fraud committed, with refpeft to the cre- 
ditors of France ; not fo much, I think, from any 
intrinfic defed in the Mifiifippi fcheme, as from 
the diftrefe the nation was thrown into^ by the ig- 
norance 
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norance of thofc who over-ruled John Law in con- 

du^ng it. 

Wc have feen how the aflions were reduced to 
the number of 200,000 ; we muft now give an ac- 
count of the deplorable £ate of the bank notes. 

By the arret of loth of Oftober 1720, all bank 
notes werq entirely fupprelfed ; and it was declared, 
that after the id of December following, they were 
to have no courfe whatfoeven 

Here follows the arrangement of this great affair, 
viz. the liquidation of 2 696 400 000 livres in bank 
notes, as regulated by this /irret. 

Firft, Of the above total of 
notes coined, there remained 
in the bank at this time, for 707 327460 livret. 

Secondly, Subfcribed for at 
%i per cent* in June 1 720 530 000 000 

Thirdly, Carried to the 
bank by private people as a 
fund of credit there - - 200 000 000 

Fourthly, Paid in coin by 
the bank • * • 90 000 000 



vi*^ 



I 527 327 460 
This fuqj of notes was ordered to be burnt by 

the arret of the i oth of Odober, 

The remainder ftill in the hands of the public, 

fays the arrety was to the amount of 1 1 69 720 540 

livres, and the King declares, that the holders of 

them might employ them as follows : 

Firft, In purchafing. the remainder of the fub- 

fcription of 25 millions of rents oa the town- 

houfe 
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houfe of Paris at 2^ per cent, inde x^iT' 

470 000 000 livrei. 
Secondly, In purchafmg a 
farther fum conftituted on the 
town-houfe of Paris, of 8 mil- 
lions of perpetual annuities, at 
the rate of 2 per cent, or at the 
50th penny, . • • 400 Ooo 000 

Thirdly, In pur chafing a far- 
ther fum conftituted on the 
town-houfe of Paris, of 8 mil- 
lions of life-rent annuities, at 4 
per cent, or at the twenty-fifth 
penny - - - - loo 000 000 



Thefe fums amoimted to 970 000 000 

Sum above - - i 527 327 460 



Together - - 2 497 3117 460 

There ftill remained outftanding about 200 mil- 
lions of bank notes. 

Thefe were ordered to be difpofed of in feverai 
different ways, mentioned in the arret of the loth 
of October ; which it would be needlefs to men- 
tion, as it would require a long explanation to make 
the thing underftood : let it fufEce that there was an 
outlet provided for them, which brought in between 
2 and 3 per cent. 

Thus we fee the conclufion of the whofii 
affair. 

At the beginning, the King's debts ftood at 
2000 millions capital, and 80 millions intereft very 
Ulpaid. 

At 
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At the end of the fcheme there had been coined 
of notes about - * - 2696 millions. 

Of which in the bank, 
Odober 10, 1720 / 707 mil. 

And paid in coin * 90 



This fubtraded 

There remained outftanding in 
bank notes * ... 

Add to this 100 millions ftill 
due by the King to the company 
for the billets (Tetat withdra^ni in 
conftituting the firft 200,000 ac- 
tions which dill fubfifted, and 
for which the company was to 
receive 5 per cent. 



797 millionSi 



1899 millions. 



100 millions* 



So the capital of the King's 
debts remained at - • • 1999 millions* 

Balance gained by the whole 
operation .... i million. 



Confequently th^re was little or no 
fraud as to the capital - aooo millions* 

Let us next examine the (late of intered* 

♦ There are, however, in France at this day, many perfom 
who are ftill in poflcifion of large fums of thofe notes. This 
B&ket fonM peo{4e bfiieve, that all the paper was called down 
without any-eqaivalent given. The reafon of thofe notes re- 
maining, is, that either the proprietors oegleded the occafion 
offered by the arret of the loth of OAober, or that they were 
io hopes that petiiaps the bank might again recotcr its cnStU 
They were miftakeoi and the notes are loft. 

The 
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The intereft at the lad was, 

Firft, Of rents conftkuted in 
June 1720, on the town-houfe, 
at 2i per cenu or at the 40th 
penny - - - - . ^ 

Secondly, Ditto of the tenth 
of 0£^ober 1 720, at a per cent. 
or at the 50th penny 

Thirdly, Ditto at ditto upon 
lives at ^per cent, or at the 25 th 
penny . . • • . 

Fourthly, Due to the com- 
pany upon the original flock of 
100 millions ftill paid them at 
this day at 5 per cent. 

Fifthly, For the ^00 miUions 
of credit at the bank, fuppofe at 
the t2Jb^ oi ^ per cent. 

Sixthly, For the laft 200 mil- 
lions provided for in diflferent 
^ays, fuppofe at 2 ^ per cent. 

Seventhly, Allowed to the 
company to indemnify them for 
the lofs they fuftained by thefe 
arbitrary ways of reckoning with 
them, 80 millions at 5 per cent. 
dill paid them. 



• • 



The intereft at firft was So millions 
The intereft at laft was 57 millions 
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millio] 



8 millions. 



millions 



yr^il^i^M^ 



6 millions* 



5 millions. 



4 millions^ 



57 miOions. 



Defraudedbythe ichttme 23miUioMayear« 

8 This 
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This 18 (as near as I oUi guefs at it) the ftafe of 
the French bankruptcy in 17104 

The creditors were robbed of ^3 inillioils ^ yeah 
I call it robbed^ beCaufe the intereft due to them 
was diminiflied by^ that fum, without their confent, 
and in confequence of the moft arbitrary proceed* 
ings ; whereas, had the fyftem been conduced with 
ability, the whole of the debts would have beeil 
brought to an intereft of 48 millions, inftead of 
57, and nobody would have complained of in^ 
jufKce. 

Money likewife niight have been brought to l 
per cent. The 1 600 millions borrowed of the com* 
pany at 3 per cent, would then have been reduced 
to two ) which would have brought the 48 mil- 
lions of intereft, upon the whole, to 32 millions : 
and France, from being reduced to beggary by the 
Eng's ^ars, would have become the moft flou* 
rifhing ftate in Europe. 

Let us next guefs at what may reafonably be fup« 
pofed to have been the largeft fum of coin ever co^ 
leded in this bank. 

I imagine that the far greater part of all the 
coin fuppofed to be in France during the Miffifippi 
fcheme, remained in private hands, without ever 
coming into the bank. My reafon for being of 
this opinion is. 

Law never could have had more than the value 
of his original ftock, «nd all the value of notes h» 
had in circulation. 

It is abfurd to imagine he ever ihould have had 
the half, or near it \ but l^t me fuppofe it. 

' The 
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The bank (lock was • - 6 millions. ^^^^ 

The notes he iirue4 were • - 59 millions. 



In all - * - .65 milli(His. 

This is a trifle compared with 1 200 mUlions. 

Next for the united bank. The time at which the 
greateft quacility of coin was coUeded, muft have 
been when all credit failed, that is, on the 21ft of 
May 1720. 

At this time coin was taken out of commerce : 
eyery one was forbid to have above 500 livres in 
pofleflion ; and every operation had be^ ufed to 
call it in. 

At this time, ^e know that all the notqs coined 
were iffued^ except to the value of 461 316410 
livres. 

Now we have feen that on the loth of Oftober 
following, there were in the bank to the value of . 
707 327 460 livres. 

^ I^et me, therefore, fuppofe, that from the lift of 
May to the 1 6th of Odober, the bank paicT away 
in coin, the difference between thefe two fums ; to 
wit, ... - 246011 050 livres. 

Add to that fum what was ^ 
then in the bank, viz. - 90 ooo 000 



Sum - * . - • 336 on 050 

This fum is all we poflibly can fuppofe to have 
been in the bank on the 2 id of May, when credit 
failed. 

We muft reckon this fum of com at 82 livres 10 
fols fer marc, the then value; which makes about 
8 146 600 /. fterling. A large fum, no doubt j but 

Vol. hi. B b Uttlc 



I 
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little more than 4- of 40 millions fferling, the value 
oF 1200 millions of livres, at 60 to the marc^ af 
has been faid. Confequently, either thefe 40 mil- 
lions fterling were not then in France, or the 
greateft part of the fum had remained in private 
hands during this whole operation. 

In this light I fee the Miffifippi fcheme. I may, 
no doubt, be miftaken in many things : the lights, 
or rather the glimmerings, by which I have been 
condu£led through this inquiry, muft plead my 
excnfe. 

But it is not fa&s fo much as principles, I have 
been invefUgating through this whole difquifitk>n ; 
and the imperfe& account I have been able to give 
o&the former y will at lead point out, I hope, the 
lidtions which the French nation, at that time, had 
of the latter. If the contraft between French prin- 
ciples, and thofe I have laid down,' tend to caft any 
light upon the {jubjed of paper credit in general, my 
end is accompliihed : if they ever prove of ufe i% 
mankind,^ I ihall not think my labour k>ft. 



CHikP. 
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CHAP. XXXIII. 

Why Credit fell^ and bow it might have been fup* 

ported. 

T SHALL now make a few general obfervations chap 
-*• upon the total and fudden fell of credit in France ,^^ii'- 
in M^y 1720: and I fliall fuggeft the means by 
which, I think, it might have been fuftained, 
even after all the preceding mifmanagenlent. 

Was it any wonder that the French fhould be 
aflonifhed at this prodigious revolutim, at this im* 
menle value of paper on the 21ft of May, and at 
the total difcredit of every bit of it the very day foU 
lowing ? 

If there had been a value, faid they, what became 
of it ? If there never was any value, how could a 
nation be fo , deceived ? This phaenomenon hsk 
puzzled many a head ; but the nature and princi- 
ples of credit fumiih an eafy folution of it. 
' tn deducing the principles of credit, we have 
ihewn that a permanent and well fecured fund cf 
inter ejl is always equal in value to a correjponding ca- 
pital. 

The difference between a permanent and wellfe* 
cured fundy and a precarious and ill fecured fmd^ 
eonfiftsin this, that the firft never can diiappear, 
and the 6ther may* ' 

Now the fund, in this cafe, was at firft real and 
did ezill J but it was rendered precarious, by a 

B b 9 blundering; 
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blundering adminiftration : then credit failed, and 
in that convulfion, the fund of intevefl: was frau- 
dulently diminifhed by an ad of power. 

Had the true principles of credit been underftood 
in France, the bank notes and actions might have 
been fupported, even after the arret of the 2ift of 
May : and all the monftrous value of paper, raifed 
fo high by the low rate of interefl:, might have 
been prefer ved ; confequently this value, in ca- 
pital, really exijled relatively to the rate of in- 
terelh 

As the obje^S of the prefent difquifition into the 
principles upon which the Miflifippi fcheme was 
conduced, is,only intended as an illuftration ot the 
principles of credit in general ; I Ihall firft account 
tor the wonderful phaenomenon above mentioned, 
and then ftiew how, in the greatefl of all the French 
diftrefs, their credit might have been re-eftabliflied 
in a more folid manner than ever. 

As to the wonderfnl phacnomenon of the prodi- 
gious %vealth created by the fyftem, afid annihilated 
in one day, I anfwer, that there had been no crea- 
tion of wealth at all, except in confequencc of the 
fall of interefl. 

Firft, We have feen that at the death of the late 
King of France, the intereft of his debts amounted 
to 80 millions. Was not this, a fund which ought 
fo haviB been made folid and permanent ?^ Will any 
fBan fay, that a regular plan of paying this interefl 
was a means of creating new wealth ? Certainly 
Aot. 

iy Sdcondly^ Ihefe debts were mofUy fecurcd 
hy eontraih of conjlitution of annual rents upon the 
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fmon-hotife af Paris : a fecurity taken in the name of £ h,,^ **• 
a particular creditor, which requires a form of law 
to transfer* 

By the fcheme we have been explaining, all ttiefe 
Securities were changed : and inftead of conlUtutions 
of rent, bank notes, in which the King was equally 
debtor, w^e given. 

Will any man fay, that this was the means of 
either increafing or djmimfhing the wealth of 
France ? Certainly not. A man who has a good 
bond in his pocket is as rich before it is paid with 
bank notes as after : but he has Hot fo much money 
in his hands ; becaufe the bond is not moneys and 
the notes are. 

Thirdly, We have faid that the intereft of the 
Sling's debts amounted to 80 millions a year, at 4 
percent.^ 

We have fcen how the company of the Indies 
were provided with a fund equal to this fum, arifhig * 
from the 48 millions which the King paid for the 
loan of the paper with which the debts were to t)e 
paid, and from many other lucrative branches of 
revenue ;'i^ch inflead of being burthenfome to 
the King, were, on the contrary, the means of 
augmenting his income, by the advanced rent tlie 
company gave for the different £urms which pro- 
duced them. 

Had the public creditors, therefol-e, vetted their* 
claims in adSons, they would, in confequence of 
that operation, have become (harers in the fund of 
80 millions a yeat, adminiftered by themfekres, 
(and they would then have been the company) open- 

Bb3. . to 
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to \k improved by trade abroad, and by a good ad* 

minift ration at home. 

Had this fyftem been carried on in a plain eafy 
. way, co^ififtently with common fenfe, the public 
creditors would have been paid ) the King's rcr 
yepup augmented ; and it would have been put 
under a good and a cheap adminiflration. 

But when, by the abfurd operations of changing 
the denominations of (oin and paper, and wantonly 
playing with every man's property, the creditors 
iaw themfelves {landing on the brink of a precipice ; 
and finding, inftead of a good contra^ on thetown- 
houfe of Paris, a bank note put into their hands, 
which might be diminiflied in its value by one half 
every month, while at the fame time the coin might 
be raifed to double, it was very natural to fuppofe, 
that the intention of thfe King's minifters was to withr 
draw from them totally thefe 80 millions, to which 
they were entitled : in which cafe, there was an an- 
nihilation indeed of all the notes ; but there was no 
annihilation of wealth : for in that cafe, the wealth 
was flill the fame, only it was transferred from 
thp creditors tq^ the King the debtor : that is, the 
creditors were defrauded, 

Qn the other hand, ftood the proprietors of the 
zSdqxvt ^|df Thefe had been ufipd to make a traffic 
of buying and felling the 200,000 a£tions which 
had beei^ in their hands ever fince September 1 7 1 7, 
when they were firft created. For we have (hewn, 
'that the poftefior creation of aftions by the united 
company, was a mere delufion, as they were all 
fpju]^ in the cuftody of the Regent. The jidions. 
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I 

I 

I Ay, were immediately put into a ftate of ftagna- chap. 
tion ; becaufe of the difcredit caft upon the bank 
notes, with which it had been ufual to buy 
•them. 

Fourthly, I mud obferve, that the (lagnation of 
a paper which carries no intereft, is equal to a tem« 
porary annihilation. The holder then is deprived 
of the tufe of his money ; and he is not paid for the 
lofs he fuftain$. 

I^ therefor^e, it had been poiCble to have given 
a new a£tivity to this bailk paper, without allowing 
it to die away, a« it were, in this temporary fit of 
fidntiag; credit would have revived ; all accomptg 
would have been kept clear, for this is the ufe of 
paper money, and fo ihort a fhock would hardly 
havje been felt. 

But the great damage refulting to the public, 
upoil every occafion of this kind, proceeds from the 
delof in applying the proper remedy. When any 
paper is difcredited, it immediately falls in its value. 
The perfon then who is the original and real cre- 
ditor for the whole value, and in whofe hands the 
paper is when it fuffer^ the difcredit, fells at difcount : 
this is an irretrievable lofs to him ; and when the 
paper recovers its credit again, either in part, or on 
the whple, the profit then belongs to the perfon who 
had bought it at difcount, and does not go to in- 
demnify the real fufferer. 

This was the cafe with refped to the notes of the 
French bank : they were allowed to languifh from 
the 2iil of May that they were difcredited, until the 
joth of Oftober^ when their fate was decided, as 

bas^ee&fidtU 

B b 4 Farther, 
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Farther, we have fecn, that this whdte move- 
ment of credit had for ks bafis 80 tnillions a year, 
originally paid to the creditors for their inteieft. 
This fum anfwered to the capital of 2900 miUioiis ; 
becaufe at the old King's death, interelt was fixed 
at 4 per cent. 

When, by the operations of the fyftem, all this 
capital was turned into money, that is, bank notes, 
the regorging plenty of it made intereft fall to t 
per cent, confequently, the capital^ which conftantly 
draws its value from the intereft paid for it, rofe to 
4000 millions. " We have faid that the total value of 
the paper rofe to 6000 millions, but we muft rifled, 
that above 2000 millions of thefe 6©oo millions * 
was in bank notes, and employed in buying of ac- 
tions. So that both the notes and the.adions muft 
not be reckoned as exiftittg together. 

Had the Regent fold the anions, he would have 
burnt 2000 millions of bank notes, and thus the 
Value in paper would have remained at 4000 mil*, 
lions, fo long as intereft remained at a per cent. ; 
and had intereft fallen ftill lower, and dividends re- 
mained at 200 livres per afiion, the value of ac- 
tions, and confequently of this capital of 4000 mil- 
lions, would have rifen in proportion, juft as tb^ 
value of the capital of the debts of Great Britain 
rifes and falls according to the rate of money ; al- 
though the fame fum of intereft be paid to the cre» 
ditors at all times. 

This augtnentation, therefore, upon the value of 
all capitals, during the Miflifippi, of lands as well 
as aflions, was in coniequeiice of the fall of intei^^ 
and from no other artifice whatevert Lands^in 

Fnmce, 
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jUlnce, at that time, fold at 80 and 100 years pur« ^^^,^- 
chafc^ [Dutot, Vol. IL p. aoo.] 

When credit failed, aild when all the circulat- 
ing paper was thrown into a (late of flagnation, in- 
tcreft rofe, in proportion to the deficiency of the 
fupply for the deihands of borrowers. The value of 
capitals then diminiflied. But this might have hap- 
pened from another caufe, had tliere been no bank- 
ruptcy, or intention to defraud the creditors : a 
war mijght have produced it; or any circumftance 
which might have raifed the fate of intereft. 

The rife, therefore, upon capitals, from the fall 
of intereft, I confider here as no acquifition of 
wealth : I reckon wealth to be that which is the an- 
nual produce of the capitals. 

So much for the refolution of this wonderful 
phenomenon. 

I mud now (hew that in the height of the diftre&, 
the confidence of the public was dill to be regained^ 
and credit recovered, even after the fatal arret o£ 
the 2ift of May 1720. 

I lay it down as a principle, that whoever bas a 
fufficient fund^ and pays interejl regularly far tbs 
money be owesj runs no r\Jk oflojinghis credit. 

So foon, therefore, as the Regent found that by 
his arret of the 2 1 ft of May, all credit had difap- 
_ peared ; had he, upon the 27th of the fame month, 
or at the time he raifed the coin to 82 livres ib 
fols per marc, ordered all bank notes prefented toi 
the bank, either to be paid in coin, or marked in 
the books of the bank as bearing intereft at 2 per 
cent. I fay, credit would not have fuffered in any 
comparifoa to what it did. Nobody then woulcl 

(? have 
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have fold a note at difcount ; and, had it been 
ceffary, he might have ordered the intercft to be 
paid monthly* 

The authority I have for this opinion is Dutot, 
who fays, that upon opening the fubfcription of 2^ 
millions in the month of June, the notes feli, in thdr 
value 1 1 f per cent. only. 

Now th^ rate of this fubfcription was at 2§ ^ 
tent, as we have feen ; confequenily, if 1 00 livres of 
notes loft but \\\per cent, they were worth 88 1 li- 
vres in coin ; but thefe 1 00 livres in notes were worth 
i\per cent, becaufe the fubfcription was open at 
that rate: confequently 88§ livres in coin was alfo 
worth a livres 10 fols per annum : confequently 
intereft, at that lime, was at 2.825 per cent, that is, 
below 3 per cent, even after the bankruptcy. 

Where then was the great harm ? Where was 
the occafion to fly immediately to the deftrudion of 
aftions, which were in the Regent's own hand ? A 
little patience, and good managenj^nt, would have 

fet all to rights. 

I (hould, therefore, .have left the notes in circu- 
lation under this regulation, viz. that fuch as fhould 
be prdented to the bank (hould have had a transfer 
of 2 per cent, paid quarterly ; or a value, in adUons, 
at 1 0,000 livres per afiion ; which is the capita! 
tnfwering a dividend of 20Q livres at 2 per cent, at 
the option of the holder : and in cafe intereft had 
come to fall ftill lower, the price of anions might 
have been augmented, 

I ihould have fet before the public a full and ex- 
jbft account of the company's funds. I (hould have 
^ani(he4 all myftery from the aflfairs of credit.* 

J (houl4 
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[ fliould have regiftcred a declaration in parliament, c h a r« 
fetting forth, 

Firft, That all future changes either upon the de- 
nominations of paper or coin, were contrary to the 
oiaxims of good government. 

Secondly, That all ftipulations between the Eling 
and his creditors, were to be inviolable. And, 

Thirdly, That the parliament of Paris fhould for 
ever remain invefted with an ezclufive right to 
watch over tbefe regulations in time to come ; and 
I ihould have bound the parliament by a fpecial oath 
for this purpofe. I fhould even have had the King 
tq take the fame oath : and he might have ratified it 
^t his coronation in 1725. 

' By thefe fteps I ihpuld have vefted a new power 
in the Kings of France which they never had before : 
^ power of having money from their fubjefls, from 
thof allies, and from their enemies : a ppwer they 
have not, nor ever will have, until the princi- 
ples of credit be better underftood among them. 

Had fuch a plan been followed, I have not the 
leaft doubt, but that, firft. The adions would have 
beqi fold at a very great advanced value above the 
itandard of- 5000 Uvres, at whi^h the Regent had 
bought them : fecondly. That money would have- 
come back to 2 per cent, and then, thirdly. Had 
t)an^ been eil^blifhed upon a proper plan, eafe, 
^th induftry, would long ere now haye appeared 
jn every corner of that kingdom, 

How infinitely more eaf^ v(qu\^ it hay^ been to 
eftabliih fuch a plan in 1720 than at prefent ? At 
that time the n^oft di$cult part of the whole wat 

executed^ 
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executed. The creditors had taken notes for tbesr 
claims : the credit then was given and accepted. 
There was nothing to be done but to fupport it. 
The creditors were then at the mercy of the ftate : 
at prefent the (late is at the mercy of the creditors. 
Were fucfa operations on coin to take place at pre- 
fent, as were then fan^liar ; were the King at pre- 
fent to attempt to turn the c(m(titutions of rent, 
perpetual and life-annuities, into any other form 
than what they have, the credit of France would 
be undone for a long time } and who knows what 
views of ambition a iituation fo deplorable might 
not fttr up in certain courts of Europe.* 

What ftate would pay its debts, if it durji do 
otherwife ? And what ftate can diminifh its debts 
in ahy other way than by loVering the intereft upon 
then)i ? But of this more in its proper place. 

* On revifing this pafTagCy January I77i« I am tanpted to 
Aibjoin a note; but I think it will be better to leave what I might 
there obfenre, concerning the prefent ftate of French credit^ to 
oy reader*! own ingenuity. 
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C HAP. XXXIV. 

How the diminijhing' the Denomination of the Paper 

in Circulation^ by the arret of the 2i/i of May 

1720, deflroyed the credit cf France^ when the 

fame arbitrary Meafures taken^ with regard to the 

Coin^ bad produced no fuch tiffed. 

THHis queftion is curious, and I fhall endeavour cha^ 
-^ to refolve it in the beft way I can, before I ^^*^- 
conclude this fubjed. 

The firft thing to be done is to point out the im- 
mediate effefts which refulted upon diminifhing the 
denomination of the paper ; becaufe the deftrudion 
of the tredit of France was not the immediate con- 
fequence of this arret ; but the ultimate effeft of a 
chain of confequences which followed indeed very- 
quick upon one another. 

The paper had been declared, againft the opinion 
of Mr. Law, by an Arret de Confeilpf the 2 id of 
April 1719, une monnoie fixe^ as has been faid. 
Confequently, any diminution of its denominatian 
was a plain infraftion of the public faith. From 
this declaration in the arret of the 2 2d of April 
1 7 19, the public reaped one notable advantage, 
VUdh was, that in borrowing and lending paper, 
eveiy one was fure that the obligations contracted 
OQuld be diffolved by reftoring the very fame fpecies 
gf property which had been received ; but by di- 
aooi^ung the denomination of it, by the arret of 

the 
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BOOK the 2ift of May 1720, all fuch as were dcbtod 
^^' ^ became obliged to difcharge tfadf debts at the cr 
pence of double the fum of paper borrowed. 

The immediate confequence, therefore, of tood 
ing the denomination of the paper, was, to ikf f 
the public that their fortunes in paper were liabkfv* 
the fame inconveniences as fortunes in fpede ; dat 
is, that they might be increafed or diminiftied t 
pleafure. Upon this it was very natural for eicT 
one to endeavour to realize his paper, and put t 
into coin : fince, in pari cafu^ it was better to iaic 
it in that which had fome intrinlic value, thaa k 
that which had none at all. 

Of all the French paper, the notes were the istk 
eaiily realized'; becaufe there was contained a 
them a direft obligation upon the bank to pay tbea 
in coin. The actions again were more difficult a 
be converted ; becaufe, in order to realize them, it 
was neceifary to find people who were willmg to 
give either notes or coin for them. 

A run upon the bank, therefore, taking pbce 
the arret of the 2 1 ft of May, it was obliged to ftop 
payment : this occafioned a general alarm, lad 
dejiroyed ihe confidence which the public had had 
the ^atCy which is what we mean hy public credit. 

This point explained, it remains to ihew why die 
augmentations and diminutions upon fbe fpede 
fhould not have ruined the credit of the paper. 

I ft. The operations upon the fpede affeded tk 

paper only indiredly ; but the dimmntion tpcfl 

- the paper affefted it diredlly. 

. The operations upon the fpede affeded only drf 

part of the paper which was made to circiilateiti^ 

cquifaltft 
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tquivalent for the fpede ; or in other words, that ^^j^^^- 
part which people raized, either, with an intention 
to withdraw their funds altogether out of the fcheme; 
or to profit of the operations upon the fpecie ; or in 
the laft place, to procure fmall' fums of money for 
common expences. 

Now as to the firft, the nufnber of thofe who wifli- 
ed to withdraw their flocks was inconfiderable, in 
proportion to the flock-jobbers ; and therefore their 
intereil could not aSe£l the general credit ; and the 
lafl was inconfiderable in every refped. 

As ta the fecond, the government made it very 
difHcult for the proprietors of notes to profit of the 
operations upon the coin. When the denomina- 
tion of the coin was to be diminifhed, the diminu- 
tions were advertifed fome time before they took 
place, and the diminution went on always by de- 
grees, llius people who had paper, with which 
they could trade in buying a£lioni, (confhmtly nt^ 
ing in their value, by the intrigues of the fhte,) at 
the time the denominations of the coin were fuccef- 
fively diminifhing, did not carry their notes to the 
bank for two reafons. 

The firfl, that the ^aper really gained by every 

diminution upon the denomination of the fpecie, in 

an txz6i proportion to the diminution. A livre in 

a bank note, while the fpecie was dhninifhing by 

intervals from 8 b livres the marc to 6^ the marc, 

gained regularly in the hands of the polTeflbr ; 

whereas had he realized at any period but the laft, 

the fubfequen't diminutions upon the fpecie he had 

acquired with his paper would have afFe£led the 

value of It, 

The 
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The feccmd • was, that by realizing he deprived 
himfelf of the profit of flock-jobbing. 

The only way, therefore, for the proprietors of the 
paper to gain by the operations of the ftate upon 
the coin, was to guefs the time when the coin was 
to be. raifed in its value : but this was impoffible ; 
for the riling was fudden and unexpe&ed ; where- 
as notice was conftantly given of the fall, at fome 
diftance of time. 

For example, the money was fuddenly raifed the 
5th of March 1720, from 60 livres to 80 livres the 
marc ;* and the 1 ith of the fame month, notice was 
givei), that on the ift of April following, it was to 
be brought down again to 70 livres per marc ; and 
oa the firft of May following, to Q^ livres. TTie 
confequence of this was, that from the nth of 
March, people were glad to carry their coin to the 
bank in order to receive notes which were to (land 
at the fame denomination, whereas the filver was to 
diminifti on the i ft of April. 

Accordingly a great fum, above 44 millions, was 
brought in dujring this interval. 

When the i ft of April came, and that the filver 
was brought to 70 livres the marc, thofe who were 
in poffcffion of the paper, were ftill prevented from 
realizing it into coin ; becaufe of the future diminu- 
tion which was to take place. When thia term 
again was come, people had reafon to imagine that 
the filver would for fome time ftatid at 65 livres the 
marc; cojifequently, there was more to be gained 
in ftock-jobbing with the notes, than in realizing 
them into fpecie, which, in order to make profit of 
it, muft hav« lain dead until a new augmentation } 

which 
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• "* 

tvhich* was a very uncertam event In fliort, there ^xxi v 
was no run upon the bank from the ift to the 21ft 
of the month of May, when the famous arret in 
queftion was given. Then indeed the run came on 
with violence, and payment was ftopt. 

The fecond reafon why the effe£b were different, 
when the ftate changed the denomination 6f the 
coin, from what they proved to be when the deno« 
xninadon of the paper was changed, I take to be 
this : ' 

That in France the operations ypoii the coin had 
been ^miliar ; and were expeded by every body : 
and, perhaps, the very making the paper a momoie 
JiKCj had for this reafon added to the credit of it. 
A moil furprizing thing I The ftate took* care al- 
ways to gain, whether they raifed, or whether they 
diminiflied the value of the coin. The ftock-job- 
bers, therefore, never minded the coin at all. If 
they could profit of an augmentation by forefedng 
It, they realized ; if they could profit of a diminu- 
tion before notice was given of it, then they bought 
paper. 

The operations on the coin principally affefted 
fuch as were either refpeftively debtors or creditors 
to people who were obliged to pay, or to receive 
their debts in fpecie ; or who had a fixed revenue 
fpecified in a number of livres. As to thefe the dit 
order was great, as has been frequently obferved. 

Thirdly, The operations upon the fpecie never 

could deftroy the intrinfic value of it, however 

. they might prevent die circulation of it for a j5xed 

legal denomination ; therefore it remained, under all 

, circumftances, a thing valuable to be acquired j and 

Vol. in. Cc it 
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to execute it } and a law without executum is, in 
h6tj no law at ail- 
When the King's will can be carried into execu« 
* tion by a fingle z& of power, the authority of par* 
liament is of no effe£t in preventing it. When this 
requires a train of fyftematicii adminiftrations, the 
concurrence of parliament, who hold the whole 
regular execution of the laws, is abfolutely necef- 
fary. 

Banks of depofit and of circulation, ftand, it muft 
be confefled, upon a very precarious footing, un» 
der fuch a government. 

An order from the Eang is at any time fuSdent 
to command any depofit of fpecie which can be 
made within the kingdom. While this is the cafe, 
no paper can have any folidity, which draws its fi> 
curity from fuch depofit. ^ 

Coin, therefore, mufl be baniflied from all banks 
in France : and the ufe of them, fhould be entirely 
limited to that of ap office, for the keeping of reck* 
onings between people who have folid property, 
and who may want, on a thoufand occafions, to 
melt it down in favour of confumption, trade, m* 
duftry, agriculture, or the like. 

In this light, a general bank may be eftabliflied 
at Paris, and branched out over the whole king- 
dom. The ftock of it fhould confift in land-pro* 
perty, engaged unalienably, to make good the en« 
gagements of the bank. 

Notes fhould be iflued upon a folid fecurity, bear* 
ing intereft to the bank, while the notes circulate 
as money ; and when they return upon the bank, 
dther the original fecurities may be withdrawui^ or 

paymeiit 
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payment may be made by the transfer of a corre- ^^ap« 
fponding perpetual intereft. 

Every province, every coniiderable city in the 
kingdom, (hould be allowed to.be interefted in fucl)^ 
a bank : and in every confiderable city, then 
ihould be an office for tranfaSing fuch credits, and 
for regularly receiving all payments of intereft. If 
the King (hould think fit to allow his mint to fupply 
coin, or bullion^ for bank notes prefented, at a de» 
terminate premium, he might by this operation ad* 
vance the commercial intereits of his kingdom, in 
facilitating the payments of a wrong balance of fa» 
reign commerce : but without this regulation, the 
bank will be perfectly fufficient for promoting and 
fupporting domeflic circulation. Every one who it 
able to give fecurity for a certain intereft, will be 
fure to find money : and as the expence of condud» 
ing fuch a bank will be very fmall, the intereft for 
money will be very low. 

As I faid before, a bank of this kind would be 
110 more than an office, appointed fpr keeping ac- 
counts between people who are poflefled of any 
paper fecured upon real and folid property : and 
farther, in the beginning, at leaft, I ihould not ad^ 
vife to carry it. 

The general accompt of the bank would appear 
in a few articles, viz. Credits given, fo much ; 
inde of intereft to be received, fo much. 

Notes returned, fo much } inde of intereft to be 
paid, fo much } l)alaace in favour of the bank, fo 
iDttcb. 

Cc3 A'bwk 
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A bank of this nature would anfwer every pur- 
pofe for promoting induftry and domeflic circu- 
lation. 

• Such a bank muft neither iffue, or ever receive 
icoin in payment. 



CHAP. XXXVI. 
Of Banks of Depojit and Transfer. 

-T 5IOW difmifs the fubjeft of banks of circulation, 
^ The unfpeakable advantages drawn from this in* 
Aitution, when properly regulated, in fupplying 
money al all times to thofe who have property for 
the encouragement of induftry, and for improve* 
4neiit8 of all forts, and ihe bad confequences u'hich 
refult to fociety, from the abufe they are expofed 
to, has engaged me, perhaps, in too long a difcuf* 
iion of various circumftances relating to them. 

I now come to treat of banks of depofit or of 
transfer of credit : an inftitution of the greateft uti- 
lity for commerce. 

Thefe two fpecies of banks differ effentialjy in 
two particulars. 

Firft, That thofe of circulation ferve the purpofe 
of melting down unwieldy property into money ; 
and of preferving the quantity of it at the prc^r- 
tion of the ufes found for it. Thofe of depofit, are 
calculated to preferve a fum of coin, or a quantity 
of precious moveables, as a fund for carrying on the 
.circulation of payments, ^yith a proportional value 
of credit or paper mon«y fecured ypon them. 
/ Secondly, 
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-Secondly, In the banks of circulation, the fond S^JJ^f* 
upon which the credit is built, is not corporeally in 
the cuftody of the bank ; in the other it is. 
, The fundamental principle, then, of banks of de« 
pofit, is the faithful prefery^tion of the fund dt\u 
vered to the bank, upon which credit, in money^ 
is given for the value. 

If at any time a bank of depoflt (hould lend, or 
(hould in anywife difppfe of any part of this fund^ 
which may confift in coin, bullion, or any other < 
preciops mQveable, onqe delivered to them, to thi? 
end that a credit in money may be written down for 
it in their books of transfer, in favour of tlie depo* 
fitor, and his afligns ; by this aft, the bank departs 
from the principles upon which it is eftabli(hedf 
And if any bank be eflablifhed which, by its regu* 

lations, may fo difpofe of the fund of its credit^ 
then fuch a bank becomes of a mixed nattire, ana 

participates of that of a ):^ank of circulation. 

Thefe things will be better underftood by rea» 

foning from an example of a true bank of d&» 

pofit. 



CHAP, xxxvn. 

Of the Bank of Amjierdam. 

ly^' ANT authors have written concerning this grett 
'^ bank ofdepofit: particularly^ Davenant, Sir 
William Temple, Ricard, in his TraitS de Com^ 
merce revu far Struyk^ the zuthofofth^EJai fur 

Cc4 b 
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BOOK the 2ift of May 1720, all fuch as were debtor^ 
' ^ became obliged to difcharge tfacii* debts at the ex« 
pence of double the fum of paper borrowed. * 

The immediate confequence, therefore, of touch* 
ing the denomination of the paper, was, to (hew 
the public that their fortunes in paper were liable, fo 
the fame inconveniences as fortunes in fpecie ; that 
is, that they might be increafed or diminiihed at 
pleafure. Upon this it was very natural for every 
one to endeavour to realize his paper, and put it 
into coin : fince, in pari ca/u, it was better to have 
it In that which had fome intrinfic value, than in I 
that which had none at all. 

Of all the French paper, the notes were the mod 
cafily realized*} becaufe there was contained in 
them a dired obligation upon the bank to pay them 
in coin. The a£Hons again were more difficult to 
be converted ; becaufe, in order to realize them, it 
was neceffary to find people who were willing to 
give either notes or coin for them. 

A run upon the bank, therefore, takmg place 
the arret of the 21ft of May, it was obliged to flop 
payment : this occafioned a general alarm, and 
dejlroyed the confidence which the public hod bad in 
the ^atCy which is what we mean by public credit. 

This point explained, it remains to fhew why the 
augmentations and diminutions upon the fpecie 
fhould not have ruined the credit of the paper. 

ifl. The operations upon the fpecie a&fted Ai 

paper only indireSly ; but the diminution ttpotf 

- the paper affefted it direftly. 

. The operations upon the fpede aflPeAed only that 

part of the paper which was made to drcfulate is as^ 

equivalent 
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fit IS evident, from this change m the mode of ' ^Jxvir 
circulation, that no lofs could be incun'ed £rom the 
locking up of the coin. 

As long as coin is in a ftate of conftant circula- , 
lion, it can produce no intereft to any perfon. In- 
tereft commences from the moment the coin begins 
to ftagnate ; that is to fay, fo foon as it comes into 
the hands of one who has no ready money demand 
upon him. When this happens, the proprietor lends 
it at intereft. 

Now the credit in the books of the bank, which 
is every day transferable at the bank, anfwers every 
purpofe of coin, either for payment or loan : and tho 
proprietor has neither the trouble of readving the 
fpecies, nor any rifle from robbery, or falfe coin. 

The firft advantage the city reaped from this in« 
ftitution, was, to fecure the refidence of trade ia 
that place. 

Capitals transferable only at the bank, laid the 
proprietors under a neceffity of fixing their dwell- 
ing where their funds were, and where only they 
could be turned to accompt. 

It had toother excellent eflTed in commerce : it 
pointed out the men of fubftance. A credit in 
bank is no wife equivocal : it is a fund of un« 
doubted fecurity. 

From the conftitution of this bank we may form 
an eftimate of the extent of the depofit. 

It can only fwallow up a fum equal to what is 
necefiary for circulating the payments of the city of 
Amfterdam. Were a fum exceeding this to be (hut 
up in the bank, and were the credits written in the 
books of the bank to exceed this proportion, it is 

plain 
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pkin, that the value of the bank money would 
fink immediately. The reafon is obvious : the 
crddits transferable are of no ufe to thofe who have 
no occafion to transfer ; that is, to pay, lend, or 
exchange at Amfterdam. So foon, then, as all 
the demand of Amfterdam is fatisfied, the jiroprie- 
tors of the overplus will feek to realize their fupcr- 
fluous credit, in order to invert the value arifing 
from it, in fome other place where a demand may 
arife. 

In order to realize, they muft fell their bank 
credit for coin ; becaufe the bank pays in transfer 
only. Coin then would be demanded preferably to 
credit in bank ; confequently, coin would rife in 
its proportional value to bank money, or bank mo- 
vttj would lofe, which is the fame thing. This 
fluftuation between bank money and coin, leads 
me to explain what is called the agio of the bank. 



CHAP, xxxvin. 

Of the Agio of the Bank ofAmJierdam^ 

Vf7E have pointed out on^ motive for eftablifliing 
'^^ a bank of depofit at Amfterdam, viz. that of 
fixing the refidence of trading men in that dty. 

Another was, to prevent the inconveniences to 
which a fmall ftate was expofed, by the introduc- 
tion of bad cgln, from all the neighbouring coun« 
tries in Europe, with whom they traded. 

Itt 
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In the territory of Holland there are no mines of 5JL ym. 
gold and filver : confequentl/ all they have comes ^ ^ .^x— i*^ 
from other countries, as the return of a favourable 
balance upon their commerce. 

At the time the bank was eftabliflied, the repub- 
lic was in a ftate of infancy ; and any coin they had, 
^was that of their old mafters the Spaniards. This 
was linequally coined ; many pieces were light; 
. many had been clipped an* waflied. As they ex- 
tended their traffic, th^y were obliged to receive 
great quantities from Germany, which was ftill 
worfe. 

In order then to prevent the circulation of fuch 
coin, and the perplexities occaHoned by it in all 
accounts, they eftabliflied a bank, and fixed the 
ftandard upon a filver coin called the ducatoon, to K{ x^ 
which they gave the denomination of 3lIortnS or 
guilders bank money. 

But as this coin alfo was unequal, like all the reft 
of the fpecie in Europe, before the introduftion of 
milled coin, and the policy of weighing piece by 
piece at the mint, the bank appointed the duca- 
toons to be received in bags of 200 pieces, weighing 
together 26 marcs 5 ounces 10 engles of Amfterdam 
troes, or gold weight ; which being reduced to aces 
(the low'elt denomination in this weight) make 
. 1 36,640 aces. This divided by 200, gives, forjthe 
weight of I ducatoon, 683,2 aces. 

Let us now convert thefe aces into troy grains, 
according to the proportion e(lablifl)ed between 
Dutch aces and troy grains, in the Uit chapter pf 
(he third book. 

Tht 
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The equation will ftand thus : 

5192.8 aces, being equal to 3840 troy-giaihS) 
683.2 aces, therefore, will equal 505.21 troy-grains ; 
which, confequently, is the weight of a ducatoony 
oir of 3 florins bank money of Amfterdam. 

Next as to the finenefs of this coin : 

The ducatoon was coined, according to the im- 
perial ftandard, of 14 loots 16 grains fine : that is 
to fay, it is 44t P^^rts fine,^ and ^^^7 P^^^^ ^ alloy. 

To find, therefore, the number of Holl^ds aces, 
and of troy-grains of fine filver in the ducatoon, 
ftate the two following proportions : 

238 : 268 : : 683.25 : 635.75 aces fine^ 

288 : 268 : : 505.21 : 470.13 troy-grains fine. 

In the laft place, if we divide the number of aces, 
and troy.grains fine in the ducatoon, by 3, we (hall 
fee the exa£t weight of fine filver in i florin of Am^ 
fterdam bank money. 

^^^=211.91 aces, and ^^—^ss 1 56.7 1 troy. 
gpSns fme. 

Thefe calculations premifed, it would be an eafy 
thing to fix the exa& par of the tnetals, between 
fterling and bank money of Amfterdam, were the 
Britifii coin of legal weight, and were the metals 
there rightly proportioned. But is it to be rup>» 
pofed, that any perfon who has bank money of 
Amfterdam, will exchange, at the par of the me- 
tals, with fterling filver, which is many per cent. 
too light, or againft Englifh bank notes paid in 
gold, always overrated with regard to the filver, and 
often too light 4lfo? tv^V' 

< oi # whilo 
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WhUe, therefore, the coin of Great Britain S.?AJ!i 
* (lands upon the prefent footing, all calculations of 
the par of exchange, as it is commonly computed, 
upon the intrinfic value pf the coins of other 
nations, muft be delufive and of no utility what* 
«ver. 

For the fake of giving an example, however, here 
is the real /par of the two currencies, upon iUver 
fterling coin of full weight* 

One pound fterling (hould contain, as has been 
faid, of fine filver 1718.7 troy-grains, and contains 
240 pence fterling : ftate, therefore, the following 
proportion, and yoii will find how many pence 
fterling one florin of Amfterdam banco ftiould be 

worth* \ 

1718.7:240:: 156.71 : 21.883. 
-Thus 21.885 pence fterling is-exa£Hy the real par 
of an Amfterdam florin banco, fuppofing fterling 
money to be filver, at the full weight. 

The florin bank money being regulated upon the 
ducato gn^, an old fpecies not now coined, the fine- 
nels of the filver was determined ; and the weight 
of the 200 ducatoons being determined alfo, thit 
regulation determined tl>e weight of fingle pieces, 
and fixed the ftandard of the florm banco, in weight 
and finenefs. 

The current money in Holland, coined by the 
ftate, is the florin of 200.2 1 aces fine, as we have 
feen in the laft chapter of the preceding book. 

As foon as the ftate began to coin their current 

florins at 200.2 1 aces, it is evident, that the duca« 

toon, which contains three times 211.91 aces, muft 

iuve tifea in its value. Accordingly, the piece whicl| 
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was in bailk money, j fiorihs, became 3 florins 5 
ftivers current money. 

This difference is what is Called the agio of the 
bank of Amfterdam, 

From this it appears, that the advanced vsllue of 
the bank-money above the current money of Hol- 
land, is not owing to the great credit of the bank, 
as fome imagine, but to the fuperior intrinfic va- 
lue of the coin upon which the (landard of the bank 
moneiy is fixed. 

Let us next determine the exaft difference be- 
tween the bank and the current money, which dif- 
ference I fliall call the intrinfic agio : for this purpofe 
ftate this proportion : 

200.21 : 21 1.91 :: 100: 105.84. 

From which it appears, that the bank money is 
5.^4 per cent, mtrinfically better than the current 
money of Holland. 

But we have feen in the chapter referred to, that 
the current filver coin of Holland is one per cent, be- 
low the flandard weight. The regular agio how- 
ever of the bank money of Amfterdam is always 
fuppofed to be 5 per cent. Farther, 

The ducatoon, upon which it is regulated, paffes 
for 3 florins 3 ftivers, which is juft 5 per cent, bet- 
ter than 3 florins, at which it was rated when the 
bank was eftabliflied ; but moft of the coins which 
circulate are light, as has been faid. 

. Thofe who conduft the affairs of the bank, have 
now loft fight of this original coin, which is rarely 
found circulating, in confiderable fums ; and they 
confider the florin according to its intrinfic worth of 
21 1.91 ac^ of fine filver ; and as the value of filver 

varies. 
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varies, they pubiilh regulations for receiving coin, ^ "j^^^l 
fuch as Spanifli dollars, French crowns, &c. accord- 
ing as they find the proportion of their yrorth in 
bank money ; and compounding the value of gold 
with the value of filvcr, they make the fame regu- 
lations as to gold. ^ 

I have infifted too long already upon the fubtil- ' 
ties of the variations in the proportion between goli 
and filver, to take it up again in this place. My in- 
tention is to explain the principles upon which 
this great bank of depofit is eftablifhed, and not to 
defcend into a detail of the mechanifm of their 
adapting the variable coins of Europe to their awn 
ftandard. 

I have faid, that the fum of credit, written in 
the books of the bank, is in proportion to the quan- 
tity of bank money neceflary for circulating the trade 
of Amfterd^m. 

Confequently, as this circulation In^reafes, the 
4emand for bank money mufl increafe alfo. 

Again ; in proportion as the demand for bank 
money increafes, the agio muft rife ; and on the 
other hand, as the demand for current money in- 
creafes, the agio mufl: fall. 

Thus we faw in thelaft war, 1760, 1761, 1762, 
that agio was below 5 per cent. ITie reafon was 
plain. The great circulation carried on in Amfter- 
dam was confiderably direfted towards the ufeg 
. of the war. In Campaign, bank money was of no 
ufe \ c6in only could there ferve the purpofe of 
circulation. Accordingly agio felt to — per 
€enf. and as gold was much more eafily tranfpprted 

than 
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than filver, this metal foon rofe | per cent, abore 
the ordinary proportion of i to 142* 

Demand regulates every thing ; and this d^ 
mand makes the agio fiu£bu3te ; fometimes rifing 
above, and fometimes falling below 5 per wd. 



CHAP, XXXIX. 

Continuation of the fame Subje3 ; and concermn^ rfr 
Ciradation of Coin through the Bank cf Am/tcrdoL 

HITHERTO we have reprefented this bank as a 
gulf, which is calculated to fwallow n^ tic 
coin of Europe ; without having pointed out any 
faculty of throwing up a part of the tfeafure fo fc 
cured, in a cafe of an overcharge. 

This has appeared a myfter^^ to many, and a de* 
fed in the conftitufion of the bank. 

But when the principles upon which it is cftab- 
Efhed come to be compared with feme branches of 
their adminiftration, which are publicly known, 
perhaps the myfterious part may be unravelkA 
And although I do not pretend to give an entire fr 
tisfa6Uon as to every minute particular, I think I cm 
fliew how, and to what extent, the treafure may 
circulate, fo as to occafion no abufe, dthcr from 
the hoarding it on one hand, or from the diflipatioo 
of it, for the fervice of the (late, on the other : and 
if all thefe conjeftures (hall be found to hang tflg^ 
ther, and appear confiftent with principles, wUi- 
out being contradicted by any known fad, then I 

may 
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tt)ay conclude, that fuch a fyftiem of banking as t chap. 
defcribe, is at leaft a j)oflible fuppofition, whether 
it exaftly coincide with that of Amfterdam, or not. , 
And who knows but my fpeculations may enable 
fome perfon of nidre knowledge and more fagacity . 
than I ampoflefled of, to render this curious ope- 
ration of credit ftiU more generally underftood than 
hitherto it has been. 

I have fhewn how the agio rifes and falls, accord^* 
ing to the demand for bank money. 

As long, therefore, as the agio does not fall be- 
low the diflFerence between the value of the two cur- 
rencies, it is a proof that all the credit written in 
the books of the bank does not exceed the ufes for* 
it : confequently, the coin locked up, which never 
can exceed the credit on the transfer books, and 
which, were it not locked up, could be of no more 
fervice than the credit itfelf, in circulating the trade 
of Amfterdam, does not exceed its due proportion : 
confequently, it is not hurtfully withdrawn from 
commerce ; confequently, no abufe is implied from 
the hoarding of it. 

But let me fuppofe a cafe, which may happen ; 
to wit, that for a certain time, the trade of Amfter- 
dam may demand a larger fupply of credit in bank, 
than is neceffary upon an average. Will not this 
raife the agio ? No doubt. If the agio rife fo high 
as to aflford a premium upon carrying coin to the 
bank, upon the footing of their own regulations, 
this will augment the fum of bank credit ; becaufe 
the money fo carried to the bank, becomes incorpo- 
rated with the bank flock ; the value is written in 
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the books of the bank ; and when this is done, the 
coin i$ locked up for ever. 

If then it fliould happen, that the trade of Amfter- 
dam fliould afterwards diminifti, fo as to return to 
the ordinary ftahdard, will not this overcharge of 
credit deprefs the rate of bank money, and fink the 
agio too much below the par of the intrinfic value 
of the two currencies ? 

To thefe difficulties I anfwer, like one who, being 
ignorant of fads, which I never could get afcertained 
by any perfon in Holland to whom I had accefs for 
information, and which fads remain hidden from 
inoft people in the deep arcana of Amfterdam poli- 
tics ; I anfwer, I fay, like one who has recourfe 
merely to conjedures, founded upon natural fagacity. 

Firft then. The city of Amfterdam knows, from 
long experience, the rate of demand for bank mo- 
ney j and it is not to be fuppofed, that upon any 
fudden emergency, which may heighten that demand 
for a time, they fliould be fuch novices as to increafe 
the credit upon their books fo far, as to run any 
rifle of overftocking the market with it ; efpecially 
as, on fuch occafions, the deficiency of bank credit 
might be fupplied with coin, conftantly to be found 
in the city of Amfterdam, as we fliall explain pre- 
fently. 

Farther, Who will fay, that there does not re- 
fide a power in the managers of this bank to iflue 
coin for the fuperfluous credit, in cafe that, in fpite 
of all precautions to prevent it, a redundancy of 
bank credit fliould at any time be found upon their 
books i 

It 
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It is very true, that no perfon, having credit in 
bank, can demand coin for fuch credit ; and as ho 
demand of this fort can ever be made, tit is very na- 
tural to fuppofe, that a redundancy of coin and 
credit can never be purged off. 

During my flay in Holland, I was at great pains^ 
to no purpofe, to difcover whether ever the bank 
iffued any part of their credit cafh upon any fuch 
occafions. Every one I converfed with was "of opi- 
nion, that if ever any coin had been taken from the 
treafure of the bank, it muft have been by authority 
of the ftates, for national purpofes : a flep conduced 
with the great^ft fecrecy j and the matter of faft, I 
found, was extremely doubtfuL But this is nothing 
to the prefent purpofe. That the coin may be dit 
pofed of, I allow, though I do not believe it ; ^ut 
how is the fuperfluous credit, written in the books, 
to be difpofed of? There lies the difficulty. 

The popular opinion is, that coin has been taken 
out for the fervice of the ftate : the opinion of many 
intelligent men is quite contrary. 

I am now to give my opinion, not only as to this 
pointy but upon the main queilion ; and this not 
from information, but from conjefture ; which I 
fliall fubmit to the better judgment of my reader. 

My opinion then is, Firft, That every (hilling 
written in the books of the bank, is adually locked 
up, in coin, in the bank repofitories* 

Secondly, That although, by the regulations of 
the bank, nb coin can be iffued to any perfon who 
demands it in conf(^quence of his credit in bank; 
yet I have not the leaft doubt, but that both the 
credit written in th$ hooks (fthe banky and the cajh 
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BOOK in their repofttories which balances it^ may fi{ffcr 
ahernate augmentations aud diminutions^ according to 
^ the greater or lefs demand for bank money. If I 
can prove this, all difficulties will be removed. 

My reafons for being of this opinion are, 

Firft, From principles, I muft conclude, that if, 
upon any occafion whatever, even when iht fmal- 
left demand for bank money, and the greateft de- 
mand for coin takes place, there were an impoffi- 
biHty of producing the lead diminution of bank 
credit, or of procuring any fupply of the metals 
from the bank, the confequence certainly would be 
felt, by an extraordinary fall in the value of bank 
money ; or, which is the fame thing, in other 
words, by an extraordinary rife in the value of the 
metals, when compared with bank money. 

Now, this is a cafe which never happens. Va- 
riations upon the rate of agio, of 2 or 3 per cent, 
perhaps more, are frequent and familiar. The de- 
mands of trade, for coin or credit, are fo fluftuat- 
ing, that fuch variations are unavoidable ; but were 
there an overcharge of bank credit, which no power 
could diminifh, this overcharge would quickly be 
perceived ; becaufe. the fluftuations of the agio 
would entirely ceafe ; as the balance of a fcale, 
nearly in equilibrio, ceafcs from a total overcharge 
on one fide. 

My fecond reafon is founded upon a matter of 
fact, which I muft now apply. 

There are upon the fquare before the town-houfe 
of Amfterdam, (the place de Dam) between 10 and 
1 1 in the mornings a number of cafliiers, whofe 
bufmefs it is to buy and fell bank credit, for cur- 
rent 
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rent com. They bareain with all thofe who have chap. 
occalion either to buy or fell ; and according to the ,^ 
demand for fpecie, or bank credit, the agio rifes or 
fmks : and as thefe caftiiers muft conftantly gain, 
whether they fumifli bank credit or current coin, 
fince they are never the demanders in either opera- 
tion, it is commonly found, that there is in their fa- 
vour about ^ per cent* or perhaps ^ per cent, accord- 
ing to the alterations in the demand : that is to fay, 
one who would firft buy fpecie, and then fell it, 
would lofe|, or perhaps but 4 upon his operation. 

From this circumftance of buying and felling of- 
bank credit with coin, and vice verfa^ I think I can 
refolve the myftery mentioned above, viz. how the 
conftant accumulation of coin in the bank of Am- 
fterdam, (hould never have the effect of depreciat- 
ing their bank money, by augmenting, beyond the 
demand for it, the quantity of their depofit, and of 
the credit written in their books. 

' It is a matter of fad, that the bank lends both 
coin and credit to the brokers, cafliiers, or lom- 
bards, who jure conftantly found on the place dc 
Dam. 

Now I demand, what difference there can be, 
between the banks lending coin to perfons, who in- 
tend to difpofe of it in lieu of bank credit ; and their 
paying cpin to the perfons who have bank credit 
written down in the books of the bank; except 
this, that in the firft operation, the bank has the 
choice either to lend or not, and to regulate, the ex- 
tent of the loan ; whereas were it to pay to thofe 
who have 'credit in bank, the rule muft be general 
with refped tp all who have credit in bank, and in 
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this cafe the choice of paying or not paying coin, 
could no longer remain to the bank. 

Whenever, therefore, the bank finds that agio 
falls too low, with refpeft to the coin J and, wheny 
in confequence of this, the demand for coin on the 
place de Dam incnafes ; then they lend coin out of 
their repofitories to the brokers j and when the agio 
rj/^jr, they lend credit. 

This curious operation of the bank, is condu£ted 
in the following manner : 

A great demand for coin, implies a fmall de^- 
mand for bank credit ; becaufe thofe who demand 

* 

the coin^ 'wifh ^to procure it in lieu of their bank 
credit ; confequently at fuch times there muft be a 
redundancy of credit written down in the books of 
the bank, which it behoves the bank to difpofe of, 
in order to pi:eferve the fum of the bank credit ata 
due proportion to jhe demand for it, 

.When, therefore, the bank lends coin to a 
broker, in order that he may difpofe of it for bank 
credit ; the broker makes the bargain with the per- 
fon who has the bank credit, to the beft advantage ; 
and delivers the coin to him. He again goes with 
the broker to the bank, and writes off to him, in 
|)ank credit, the value of the coin he has receivedt 
This is all that appears to the public. But then the 
broker, in order to repay to ahe bank, the value of ^ 
th9 coin which was lent to him, writes off to the 
bank itfeliF an equal fum of their own credit, con-? 
fequently, this credit is effeftually expunged from 
their books, and in like manner, the Qoxn which 
anfwers it, is taken from their treafurct 

» If, 
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\ 

If, on the other hand, the circulation of the trade chap. 
of the city fhould^ in aihort time afterwards, begin 
to increafe^ thofe who have coin, which in this cafe 
would not fo well ferve the ufes of circulation as the 
bank credit, come with it to the brokers, who fell 
them bank credit for it ; this coin the brokers de- 
liver to the bank, which writes ofiF the credit lent 
to the broker, in favour of him who has paid his 
coin for it. 

This is, as far as I can guefs, the nature of the 
circulation of the coin in the bank of Amfterdam. 

It is a curious method of preferving an exaflf 
proportion between the c6in in depbfit, the credit 
written in their books of transfer, and the demand 
for bank money. 

The plan is quite confiftent with principles, and 
agrees exaflly with thofe matters of faft which are 
knovm to all the world. Whether the operation 
be conduced exaftly in the way I have reprefented 
it, or not, is a matter of fmall confequence to us, 
who aim at nothing more' than the inveftigation of 
the principles upon which fuch operations may ht 
conduced. 

When we corepare this operation with thofe of thq 
bank of circulation, which we have already ex- 
plained, We find a great analogy between them. 

We have feen how the notes iffued by banks of 
circulation incfeafe and diminifli according to de- 
mand: and now we fee how th^ fame principle 
operates in banks of depofit, which iffue no coin on 
demand. In the firft cafe, the mafs of fecurities, 
or coin of the bank, is diminifhed, without the con- 
f^nt pf the bank,^ by the ad of their creditors } that 
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is, the holders of the notes. In the laft cafe, the 
creditors, or perfons who have credit in bank, canr 
not, by their own aft, diminifh the qusmtity of the 
coin depofited; nor of the credit written ; but the 
bank itfelf, by the help of thofe interpofed perfcos, 
the brokers on the place de Dam, is enabled topre- 
ferve an exaft balance between bank money and tbe 
demand for it ; augmenting it as it is demanded, 
and diminifhing it when it is found too fulL 

From this I conclude, that the treafure of the 
bank of Amfterdam is not near fo great as fome au^ 
Ihors, from mere conjefture, and from a nodcMi 
that the treafure has been conftantly accumulating 
from the firft inftitution of the bank, have been led 
to aflcrt. 

The author of the Effay on Commerce, reckons 
it at four hundred millions of guilders ; and the 
Amfterdam edition carries in the margin a correc- 
tion, which gives uj to underftand, that it amounts 
to between eight and nine hundred millions. Da- 
venant efteems it at 36 millions fterling, Mt.Me- 
gens, an author of great judgment and fagadty, 
efteems this treafure at no more than about 60 milr 
lions of guilders, or about 5,500,000/. fterling ; a 
fum (fays he) wherewith great things may b^ done. 
Univerf* Merchant, fefl:. 61. I agree entirely with 
him, that for the ready-money demands of the 
trade of Amfterdam, that fum, conftantly in circui 
lotion, may go a great length. 

What has mifled moft people in their eftimation 
of this treafure, is the appearance of a conftant 
accumulation, without any reftitution : but that 
there is a conftant egrefs, as well as ingrels of 
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coin to this bank, I think I have rendered pretty c h a ?• 
evident. 

Befides the permanent credit writtenan the books 
of transfer, concerning which we have been fpeak* 
ing, the bank of Amfterdam receives, in depofit, 
vaft fums of coin every year, which are not incor- 
porated with the bank treafure, but remain in the 
bags in which they are delivered, under the joint 
feals of the bank and of the perfon who delivers 
them. 

This operation comes next to be explained. 
The trade of Holland draws a conftant flux of 
coin and bullion into the country ; and fends as 
conftant a flux out of it. The eftablifliment of the 
bank of Amfterdam renders the ufe of this coin 
and bullion, upon many occaiions, fuperfluous, as 
money. 

It therefore remains as a commodity, the value 
qf which rifes according to exigencies, on the de- 
mand for it. 

Wh^n the precious metals come from Spain, 
Portugal, and other nations, who owe a balance 
to the Dutch, they are lodged in the bank of Am- 
fterdam in the following manner. 

The proprietors carry them to the bank in facs 
compofed of a determinate number of pieces, and 
the fac muft be of a determinate weight, according 
to the regulations of the bank, from time to time ; 
for which the bank writes oflf credit in bank, at cer- 
tain rates, according to the coin lodged, to the ac- 
count of the proprietoi. 

But as this coin is received, upon condition that 
|t may be drawn out again, fo (oon as the depo- 
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fitor (hall demand it ; inftead of writing oflf the 
whole value upon the books of the bank, they write 
oflf a certain pari only (fuppofe 90 per cent.) and for 
the remaining i o per cent, they deliver what they 
call a recipijfey which is an obligation by the bank 
ft) re-deliver, upon demand, the individual lacs, 
fealed with the feals of the bank and of the depo- 
fitor. This reciptffe is transferable at the will of the 
perfon to whom it is delivered/ Farther, 

He who puts his coin fo in depofit, becomes 
bound to pay to the bank |, i, or 4 per cent, every 
fix months, according to the coin : that is, upon 
gold J per cent, on pieces of eight and rix-doUars J ; 
on ducatoons \ per cent, and in cafe he negleds fo 
to do, then the coin becomes confoh'dated with the 
treafure of the bank, and can no more be drawn out^ 
in virtue of the recipijfe. 

This being performed, the depofitor may trans- 
fer, at will, all the 90 ^^r cent^ of his credit, in the 
courfe of his bufmefs ; and fo foon as the value of 
coin rifes in the market, he muft fill up his credit in 
bank to the full value of the 90 per cent, and then 
pfefenting his recipijfe^ he receives back his own 
individual coin, fealed with his own feal, as when 
at firft delivered. 

If he finds that it is either inconvenient for him to 
fill up his credit, or that he has no occaficm for his 
coin, upon the rife in its value, -he may then fell his 
recipijfe to another, who has credit in bank equal to 
the value of the 90 per cent ; and he, in virtue of 
the^ recipijfe transferred to him, withdraws the 
coin, as the perfon might hjive done who put it isx 
^epofit, 

The 
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The recifije itfelf, which is what gives a right to 
the coin to any one who is the proprietor of this 
obligation, and who has credit in bank for the fum 
contained in it, rifes and finks in its value, accord- 
ing to the price of the coin to which it carries a 
right. 

In this manner coin, which otherwife would be 
dead in a warehoufe, is made to circulate, in fa- 
vour of the owner, during the depofit, remaining 
at the fame time always at his command ; and the 
keeping of the coin brings into the bank a fmall 
profit, but which, by conftant accumulation, be- 
comes confiderable. 

I have faid above, that the bank of Amfterdam 
puts forth, from time to time, w^iat regulations they 
think fit, as to the rate at which they receive the 
different fpecies of coin; Thefe regulations are 
formed according to the fluftuation of the value of 
the metals. , When filver rifes above the proportion 
it had before, with refpeft to gold^ then the filver 
fpecies is received at a higher rate ^han formerly. 
When gold rifes in proportion to filver, then the 
gold coins are received at a higher rate than for« 
'jnerly. 

This regulation yefembles that, which I for- 
jnerly recommended in the third book, in order to 
fix a ftandard for the unit of the money of Great 
Britain, according to the mean proportion of the 
fnetals ; and it was for this reafon, that [[Book III. 
part I. chap, i .] I ailerted the bank money of Am- 
iterdam to be an invariable unit, which the art 
pf man had invented ; that it flood like a rock in 
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the fea, immoveable by the fluctuating proportion 
between the metals. 

It is no objection agiainft this, to allege the varia- 
tion of the agio, and the flu£tuation of the value of 
bank money according to demand. ThefeYaria- 
tions ought to be referred to the coin, not to the 
bank money : the bank money is to be confidercd 
as fixed, becaufe it has all the charaflers of inva- 
riability. 

If, indeed, the affairs of the bank came to be 
ill-adminiflered, and that the credit written in tbc 
bank were allowed to fv/ell fo far beyond the (k- 
mand for it, as to fmk the value of b^k money 
fo far below the rate of coin as to make it impoffible 
to recover itfelf ; then I (hould allow that the bank 
money was no longer an invariable ftandard : but 
in this cafe, I fliould confider the bank as in a Idnd 
of political difeafe, becaufe it would then be with- 
drawn from under the influence of its own prind- 
pies, which hitherto has never been the cafe. 

It has been imagined by many, that the treafure 
of the bank of Amfterdam has been, upon ccrtam 
o^cafions, made ufe of for the. public fenricc. 
This is a conjefture merely ; and perhaps it has 
been owing to the opinion which commonly pre- 
vails, that the treafure far exceeds all the ufeswhid) 
it can ferve for. But as I am perfuaded, Firft, 
That this opinion is void of all foundarion; Se- 
condly, That the treafure never can exceed the cre- 
dits written ; and, Thirdly, That the credits nercr 
can exceed the ufes they are applied to : fo I am of 
opinion, that a value, in coin, to the full extent oi 
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thcfe credits, aSually exifts in the rcpofitories of chap- 
the bank ; becaufe were I to fuppofe the contrary, 

^it would imply a notorious infidelity in the bank 
adminiftration ; an infidelity, which, if ever it 
Ihould be difcovered, would overturn the whole 
credit of the bank, and, at one ftroke, deftroy the 
whole trade of that city. Now the ufe of three or 
four millions fterling, to the ftates of Holland, 
which they can procure when they will, at a very 
moderate intereft, is not an objeft in the eyes of 
that fagacious government, fufficient to engage 
them to tamper with the bank treafure : and the 
rather, that were they driven to the neceflity of 
having recourfe to the bank, I make not the leaft 
doubt but that fo great a company, in order to pro- 
cure a loan of money within the country, might be 
of more fervice,to the ftate, by writing ofFupCh an 
occafion a temporary^ untransferable credit at interejl^ 
which might afterwards be expunged, than by de- 
livering the coin correfponding to the bank credit of 
private merchants, which they muft look upon as 
a mofl facred depofit. 

If we compare the credit of the bank of Amfter- 
dam, with the credit of the bank of England, we 
fhall find the firft infinitely inferior to the latter as 
to extent, though not one bit inferior with re^ 

' fpeft to the folidity of it. 

The extent of credit of the bank of Amfterdam 
is limited to the fum of . the credits written in their 
books, either in permanent transfer, as I fhall call 
it, or in credit on cafli depofited upon recipiffe. All 
this credit put together, cannot extend beyond the 
limits of the circulation of the city of Amfterdam, 

in 
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in their domeftic dealings, and in their exchange 
biifinefs ; which laft is indeed very great. 

But the credit of the bank of England is equal | 
(in a manner) to all the circulation and exchange 
bufinefs of London, and all the taxes paid in Great 
Britain. This bank, in circulating its paper, is not 
limited to the weight of coin in England, The 
whole intereft of the national debt, and expence of 
the date, may be paid in the paper of the bank, and 
be perfectly well fecured, although their treafure in 
coin may feidom amount to above four millions 
fterling. * 

We muft however allow, that banks of circula- 
tion, when ill concluded, are liable to great abufc ; 
as has been abundantly explained in treating of the 
Miffifippi. But how is abufe to be prevented, 
while men conduft ? And difafters may h^pen to 
a bank of depofit, to which the other is not fo 
much expofed. May not the treafure of the bank 
of Amfterdam be lent out on bad fecurity ? May 
not the (late lay hold ' of it ? May not an earth- 
quake fwallow up the fladthoufe ? May not the 
fea break in^ and deitiolifli it ? May not another 
invader, like the late King of France, in 1672, be 
more fuccefsful, and carry oflF the bank ? 

Thefe are abufes and calamities to which the 
bank of Amfterdam is expofed ; and from many of 
which the bank of England is in a great meafure pro« 
tefted. 

Befides the banks I have mentioned, not fo much 
with a view to give an hiftorical account of their 
operations, as to illuftrate the principles on which 
they are eftablifhed^ there are many others in £u« 

rope 
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rope of great and extenfive credit ; fuch as that of chap. 

XXXIX. 

Hamburg, Venice, Genoa, (until the ftate fpent the 
treafure depolited,) Nuremberg, &c. Every one of 
thefe participate more of the nature of that of Arii- 
fterdam, than of thofe in Great Britain. They are 
more calculated for preferving the ftandard of their 
bank money, againft the adulterations of coin, and 
for providing a fund of cafli, transferable in bank 
credit, than for the affiftance of government, or the 
melting down of folid property, which are the 
great advantages peculiar to banks of circulation. 

Thefe laft are alfo infinitely more lucrative to the 
bankers, than thofe of depofit, from the intereft 
they draw, from credits given, difcount of bills, and 
loans to government. 

The profits on the bank of Amfterdami are very 
trifling. They are confined to the fmall emoluments 
of 2 (livers for every transfer ; befides the intereft 
they dra^Ws from the brokers on the place de Dam^ 
for the coin and credit they fumifh them with ; and, 
in the laft place, the 4? J? or \^per cent, every iix 
months, for the coin-depofited, in order to be after* 
wards drawn out. But on the other hand, they arc 
freed from the enormous expence of providing coin 
for the payment of foreign balances, and from the 
great detail of bufinefs which the circulation of pa- 
per implies. 
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": ' Of the Jirji Principles of E^cchafige^ 

HAVING ended tvhat I had to fay of banks, in 
which mod of the principles of private credit 
$^4 domeftic circulation, have been fufficiently de^ 
doced, I now proceed to the do3rine of exchange^ 
which is the principal operation of mercantile cTredit, 
for the carrying on of foreign cii^culation; 
;. The fecurity which merchants comitnpniy taike 
fjTpm one another when they circulate their bufinefs, 
jd a bill of exchange, or a note of hand : thefe ara 
looked upon as payment. When they give credit 
to one another in account, or otherwife, the caufe 
idf confidence is of a mixed nature ; eftabltibed partly 
upon the fecurity of their effeds, partly on the ca- 
VoL. III. * E e \ pacity. 
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pacity, integrity, and good fortune, of theperfon 
to whom the credit is given. 

No man but a merchant has any idea of Ac ex- 
tent and nature of thjs kind of credit. It is a thing 
to be felt, but cannot be reduced to principles ; and 
merchants themfelves can lay down no certain nda 
concerning it. It is an operadon which totally ik- 
pends upon their own fagacity. 

But when they deal by bills of exchange, the, ak 
is very different. The punduali^ of acquito^ 
thefe obligations is effential to commerce ; and no 
fooner is a merchant's accepted bi|l protefted, than 
he is confidered to be a bankrupt. . For this reafon, 
the laws of moft nations have given very extraor- 
dinary privileges to bills of exchange. The foco- 
rity of trade is effential to every fociety ; and were 
the claims of merchants to linger under the forma- 
lities of courts of law, when liquidated by Ulls of 
exchange, faith, confidence, and pondualky, wooU 
quickly dilappear ; and the great engine ol com- 
merce would be totally deftroyed. 

A regular bill of exchange is a mercantile cofi- 
tradt, in which four perfons ar^ c(xicemed| vis. 
Firft, The drawer, who receives the value : S^ 
condly. His debtor in a diftant place, upon wbm 
the bill is drawn, and who muft accept and pay k; 
^rhirdly. The perfon who gives value for the bS, 
to whofe order it is to be paid : and. Fourthly, tk 
perfon to whom it is ordered to be paid^ creditor to 
the third. 

By this operation, reciprocal debts, due in tvo 
diftant parts, are paid by a fort of transfer, or per- 
mutation of debtors and creditors. 

(A)in 
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(A) in London, is creditor to (B) in Paris, ralue 
iooA (C) again in London^ is debtor to (D) in Paris 
for a like fum. By the opei^tion of the bill of ex- 
change, the London creditor is paid by the Lon- 
don debtor, and the Paris creditor is paid by the 
Paris debtor; confequently, the two debts are 
paid, and no money is fent from London to P^s, 
nor from Pkris to London. 

In this exiimple, (A) is. the drawer, (B) is the 
acceptor, (C) is the purchafer of the bill, and (D) 
receives the money. Two perfons here receive the 
money, (A) and (D), and two pay the money, (B) 
and (C) ) which is jull what mud be done whe§ 
two debtors and two creditors clear accounts. 

This is the plain principle of a bill of exchange. 
From which it appears, thdt reciprocal ;lnd equal 
debts only can be acquitted by them« 

When it therefore happens, that the reciprocal 
debts of London and Paris (to ufe the fame ex- 
ample) are not equal, there arifes a balance on one 
fide. Suppofe London to owe Paris a balance, va- 
lue 1 go/. How can this be paid ? I anfwer, that it 
may either be done with pr without the interventi<m 
of a bill. 

With a bill, if an exchanger, finding a demand 

for a bill upon Paris, for the value of tool, when 

Paris owes no more to London, fhall fend i oo/. to 

his correfpondent at Paris in coin, at the expence, 

I fuppofe, of i/. and then, having become creditor 

on Paris, he can give a bill for the value *of looA 

upon his being repai4 iiis expence, and paid for 

bis riik and trouble. 

Eca Or 
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Or It may be paid without a bill, if the Loa<iofl 
debtor fhall fend the coin himfelf to his Paris oe- 
ditor, without employing an exchanger* 

This laft example (hews of what little ufc biiEi 
are in the payment of balances. As far as thedcte 
are equal', nothing can be more ufeful than bills of 
exchange, but the more they are ufeful in this eaff 
way of bufmefs, the lefs profit there is to any poioB 
\o make a trade of exchange, when he is not him- 
felf concerned, either as debtor or creditor. 

When merchants have occafion to draw and re- 
mit bills for the liquidation of their own debts, ao 
tive and paflive, in diftant parts, they meet upon 
Change; where, topurfue.the former example, the 
creditors upon. Paris, when they w^ant moQcj for 
bills, look out for thofe who are debtors to it. The 
debtors to Paris again, when they want bills for 
money, feek for thofe who are creditors upon it. 
ITiis is a reprefentation of what we have frequently 
galled the money market, in which the demand ii 
Tor money ^ or for bifls. 

This market is conftantly attended by brokers, 
who relieve the merchant of the trouble of fearchiog 
for thofe he wants. To the broker every one coffl- 
municates his wants^ as far as he finds it prudent ; 
and by going about among all the merchants, the 
broker difcovers the fide upon which the gieaterde- 
mafnd lies, for money, or for bills. 

We have often dbferved, that he who is the 
demander in any bargain, has conflantly the diW- 
vantage in dealing with him of whom he dcmafl^ 

This is no where fo much the cafe as in excbog^ 

^ and ' 
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and renders fecrecy very cffcntial to individuals ^ ^ .^ **• 
among the merchants. If the London marchants 
want to pay their debt^ to Paris, when there is a 
balance againfl: London, it is their interefl: to con- 
ceal their debts, and efpecially the neceflity they 
may be under to pay them ; from the fear left thofe 
who are creditors upon Paris (hould demand too 
high a price for the exchange over and above 
par. 

On the other hand, thofe who are creditors upon 
Paris, when Paris owes a balance to London, arc 
as careful in concealing what is owing to them by 
Paris, from the fear left thofe who are debtors to 
Paris (hould avail themfelves of the competition 
among the Paris creditors, in order to obtain bilh 
• for their money, below the value of them, when 
at par. A creditor upon Paris, who is greatly pref- 
fcd for money at London, will willingly abate 
fomething of his debt, in order to get one who will 
give him money for it. 

It is not my intention to dip into the intricacies 
of exchange : all intricacies muft here be banifhed ; 
andinfteadof technical terms, which are very well 
adapted for exprefling them, recourfe muft be had 
to plain language, for pointing out the fimple ope^ 
rations of this trade. It is by this method that prin- 
ciples muft be deduced, aitd from principles we 
(hall draw the confequences which may be derived 
from them. 

From the operation carried on among merchants 
upon Change, which we have been defcribing, we 
may difcover the confequence of their feparatc and 
jarring interefts. They are conftantly interefted 

E e 3 in 
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in the ftate of the balance. Thofe who are. credit^ 
Of 8 on Paris, fear a balance due to London ; thofe 
vho are dd>tor$ to Paris, dread a balance due to 
Paris^ The intereft of the firft is to diflemble what 
they fear ; that of the laft, to exaggerate what they 
wi(h. The brokers are thofe who detennme the 
courfe of th^ day : and the mod inteltigent mer- 
chants are thofe who difpatch their bufinels before 
the ho, be known^ 

Now I afk, how trade, in general, can be inte- 
refted in the queflion, who Ihall outwit, and who 
ffaall be outwitted, in this complicated operation of 
exchange among merchants ? 

The intereft of trade and of the nation is prind* 
pally (Toncemed in the proper method of paying and 
receiving the balances. It is alfo concerned in pre- 
ferving a juft equality of. profit and lofs among all 
the iperchants, relatively^ to the real ftat^ of the ba- 
laoce. Uneqyal competition among men engaged 
in the fame purfuit, conftantly draws along with it 
bad confequenpes to the general undertaking, as 
has been often obfierved j and fecre^ry in trade will 
be found, upon examiiiation, to be much more 
ufeful to merchants in their private capacity, than 
to the ti-ade they are carrying on. 

Merchants, we have faid, in fpeaking of the 
b;pik of England, endeavour to (impUfy their buii<- 
ncfs as much as poAjble ; and commit to brokers 
many operations whicli require no peculiar talents 
to execute. This of exch^ge is of fuph a nature 
that it is hardly pofiible for a merchant to carry 
on the bufinefs of his bills, without their aililbiice, 
upon many occafions. When uierchtuits com 

upon 
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tipon Change, they are fo fall of fears and jealou* 
fies, that they will not ppen themfdves to one 
another, left they (hould difcover what they want 
to conceaL The broker is a confidential man, in 
fome degree, between parties, and brings them tOr 
gether. 

Befides the merchants, who circulate among 
themfelves their reciprocal debts and credits, ari- 
iijig from their importation and exportation of 
.^goods, tEere is another fet of merchants who deal 
in exchange ; which is the importation and export- 
ation of money and bills. 

Werd there never any balance on the trade of na;- 
tions, exchangers and brokers would find little em- 
ployment : reciprocal and equal debts would eafily 
be tranfaded openly between the parties themfelyes* 
No man feigns or diflembles, except when he thinks 
he has anintereft in fo doing. 

But when balances come to be paid, exchange 
becomes intricate; and merchants are fo much 
employed in particular branches of bufinefs, that 
they are obliged to leave the liquidation of their 
debts to a particular fet of men, who make it turn 
out to the beft advantage for themfelves. 

Whenever a balance comes to be paid, that pay- 
ment cofts, as we have feen, an additional expence 
to tho^e of the place who owe it, over and above 
the value of the debt. 

If, therefore, this expence be a lofs to the trading 
man, he muft either be repaid this lofs by diofe 
whom he ferve^, that is, by the nation ; or the 
trade he carries on will become lefs profitable to 
him, 

Ee4 Every 
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Every one will agree, I believe, that the expence 
of high exchange upon paying a balance, is a lofs 
to a people, no way to be compenfated by the ad- 
vantages they reap from enriching the few indivi- 
duals among them, who gain by contriving me* 
thods to pay it off : and if an argument be nece& 
fary to prove this proppfition, it may be drawn 
from this principle, to wit, whatever renders the 
profit upon trade precarious or uncertain, is a lofs 
to trade in general : this lofs is a confeqnence of 
high exchange ; and a^hhough a profit do refult 
from it upon one branch of tjade, namely, the ex- 
change bufinefs, yet this profit cannot compoifate 
the lofs upon every other. 

We may, therefore, here repeat what we have 
faid above, that the more difficulty, there be found 
in paying a balance, the greater will be the lofs to 
the nadon. 

This bdng admitted, I (hall here oiumerate all 
the difEculties which occur in the paying of ba- 
lances. Moft of them have been already men- 
tioned from their relation to fubjefts already dif- 
cuffed } and could it be fuppofed, that every reader 
had retained the whole chain of reafoning already 
gone through, a repetition in this place would be 
fuperfluous : but as this cannot be expeded, I fliall, 
in as fhort and diftind a manner as pofSble, reca- 
pitulate, under four articles, what I hope will be 
fufficient to refrefh the memory upon each of 
them. 

The firft difficulty which occurs in paying a ba- 
lance, is to determine exa£tly the true and intrinfic 

value 
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Talue of the metals or coin in v/lAcii it is to be paid y 
that is to fay, the real par. 

' The fecond. How to remove the domeflic 

inconveniences which occur in paying with the me* 

tals or coin« 

The third, How to prevent the price of exchange 
from operating upon the whole mafs of reciprocal 
payments, indead of aflfeding the balance only. 

The remedies and palliatives for thefe three in^ 
conveniences once difcovered, comes the laft quef* 
tion, viz. How, when other expedients prove in- 
effe&ual for the payment of a balance, the fame may 
be paid by the means of credit, without the inter* 
vention of coin ; and who are thofe who ihould 
condud this operation. <» 




CHAP. IL 

Hw^ to determine exadly the true and intrinfic value 
of the Metalsy Coitij or Money y in which a Ba^ 
lance to foreign Nations is to be paid. 

TTHIS firft que{lio^ regards the whole mafs of re- 
ciprocal payments, as well as that of the 
balance. 

Every payment to be made of a determinate and 
fixed value, that is to fay, of a liquidated debt, 
mud be paid in a value equally determinate in its 
nature. 

This I fuppofe to be the cafe, whether payment 
be made in the precious metals unmanufadured, 
(hat is bullion, or in a nation's coin, or in deno- 
minations 
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mtnadont of money of account. All payments in 
merchandize, except bullion, muft fuffer conrer- 
fions of value before the debts can be liquidated. 

Money of accompt, vhich is what we under- 
ftand by denominations, we have defined to be a 
fcale of equal parts, calculated to determine the va- 
lue of things, relatively to one another. It muft, 
therefore, be by the money of accompt of difierent 
nations, that the value of bullion and of coin can 
be afcertained* 

When coin is introducied, the denominations of 
moDej are realized in a determinate quantity of the 
precious metals, and the fabrication of the bullion 
into coin, raifes the valu^ of this commodity, bul- 
lion, like the manufachiring of every other natural 
produ£tion« 

When coin, therefore, is employed in paying 
fums according to the legal denomination vvhich it 
carries, it is money, not merchandize } but when 
it is given at any other rate than its H#twyfpt|^yt|An^ 
it is merchandize, not money. 

fai the thiid book, we have (hewn how ntterly 
impoiEble it is to realize with exadnefs, the deno- 
minadons of money of accompt, in the metals which 
are conftantly varying in then' value, and expofed 
to wafte in circulation. 

We have fliewn, by many examples, how, in 
fad, the value of the pound fterling has been fub» 
jed to great viciflitudes of late, from the great dit 
order of the coin. 

The coin of France, is, indeed, upon a better 
fx)tingin point of uniformity of weight, than oun; 
imd the proportion of the metals in it comes neaier 

their 
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Adr ppefent value in the market : but theQ as oft as <^ h -^ ^- 
the balance turns againft France, the high impofi- . 
tion ppon her coinage, expofes the cdn to great 
fluduations of value, when compared with bullion 
in the Paris market. This is alfo to be afcribed to 
the imperfefdon of the metals when ufed as money, 
while they are merchandize a^ the fame time. 

This being the cafe, the way to calculate the real 
par of exchange between nations, who have in com- 
mon no determinate and invariable money, exdu- 
five of coin, is to confider fine gold and filver as 
the next belt Itandard. 

This is a merchandize which never varies In its 
quality. Fine gold is always the fame in every mafs ; 
and weight for weight, there is no difference in its 
value or quality any where. • 

This flandard being once adopted, the calcula- 
tion of the real par becomes an eafy operation to 
thofe who know the courfe of the bullion marker in 
the two places exchan^g. 

If, by the exportation of* all the heavy coin of 
London, bills mod be paid in a worn out currency, 
the rifa in the price of gold in their market, above 
mint price, will mark pretty nearly how far it is 

light. 

If, on the other hand, the wars of France, or 
an unfavourable balance upon her trade, (hall 
oblige her to export her coin, this operation will 
/J>ii tl^e value of it, ot raife the price of bullion, 
which ever way you choofe to exprefs it. 

It is not h^re a proper place to refume the quef- 

tion, which of the two expreilions is the mod pro- 

per : we are here confi^ering the value of the bul- 

V 7 lion 
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lion to be the thing fixed, becaufe it anfwen the 
purpofe. But whether we fay that bullion rifii 
in the markets of Paris and London ; or that the 
value of their currencies fink^ though from very 
different caufes, the calculation of the real par will 
proceed with equal acciuracy. An example will il- 
luftrate this. 

, VJhttifne gold is at the lowed price to which h 
can ever fall at Paris, that is to fay, at the mint 
price, it is worth 740 livres 9 fols, or 740.45 livrw 
per mark, in decimals, for the eafe of calcula- 
tion. The mark contains eight ounces Paris 
wdgbt. 

Were the ounces of Paris equal to thofe of rroy 
weight, ^ofthisfum, or 92.5562 livres, would be 
the value of that ounce by which gold is fold at 
London. 

But the Paris ounce is about i| per cent, lighter 
than the troy ounce ; and the exa& proportion 
between them is unknown, from the confufion of 
weighty, and the want of a fixed flandard in Eng- 
land. T 

By the beft calculation I have been able to make, 
% Paris ounce fhould contain 473 grains troy, 
which makes the proportion between the two 
ounces to be as 473 is td. 480, which laft is the 
number of grains in the troy ounce. 

Gold bullion at Paris is regulated by the mark 
fine J at London by the ounce Jiandard. 

When ftandard gold bullion is at the lowed price 
it can be at London, it is worth the mint price, or 
3/. 171. \c\d. per troy ounce, which, exprefled in 
decinjak, is 3.8937/. fterling. Standard is 10 fine, 

as 
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ts. 1 1 is to 12; confequently, the ounce fine is ^ h a p. 
{.•2476/. ftcrling : and if the Paris ounce oijine bul- 
ion be worth at the mint, as has been faid, 92.5564 
ivres ; the ounce troy, according to the above pro- 
portion, will be worth 93.926 livres. Divide then 
:he livres by the fterling money, and the quotient 
ivill give you the real par of exchange of the pound 
[teriing, wh ile bullion remains at the mint price in 
Paris and in London, viz. ^^44=22.112 livres 
for the pound, or j^2.^6d. fterling for the French 
crown of 3 livres. 

Gold bullion never can rife in the Paris market, 

at leaft all the laft war it never did rife, above the 

value of the coin; that is, to 801.6 livres the 

mark fine, or 100.2 livres yer ounce Paris, and 

I o 1 .7 livres the troy ounce. 

How high the price of gold bullion may rife at 
London no man can £ay ; but the higheft it rofe to, 
during the laft war, was, I believe, 4/. os. 8d. per 
ounce ^andard, or to 4.3999/^^ fterling per ounce 
fine. By this divide the value of the ounce troy 
fine in French livres, the real par at this rat^ of tbe 
jnetals in both cities will be -^^^-^^=Q.'^.ii livres for 
the pound fterling, or 31.155 pence fterling for 
the French crown of 3 livres. But fuppofe two 
cafes which may happen, viz. i.That gold bullion 
at Paris ftiould be at the price of coin, while at 
London it may be at mint price : or, 2. That at 
Paris it may be at mint price, when at London it 
is at 4/. ox. 8^« what will then the real par of ex- 
change be ? 

I anfwer, that on the firft fuppofition, it will be 
one pound fterling, equal to 23.939 livres, and 

the 
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BOOK the crown of 3 livrcs equal to 30.076 pence fterf* 
ing. In the other^ equal to 21.34 livres for the 
pound fterling^ and for the crown of 3 livres 
33.728. A difference of no left than 8.9 per 

cent. 

Is it not evident that thefe variations mu/i occur 
in the exchange between London and Paris P And 
is it not alfo plain, that they proceed from the fluc- 
tuation of the price of bullion, not from ex- 
change ? * 

We have, I think, demonftrated, in the third 
book^ that a wrong balance upon the French trade 
may raife bullion in the Paris market to the price of 
coin ; and that a right balance may bring it dowfl 
to mint price. The price of coinage is above 8 per 
eenU So that 8 per cent, of fluduation in the price 
of bullion is eafily accounted form the Paris market, 
without taking into the account the variations in the 
Englifli market. 

In London, where no coinage is paid, were afl 
die coin of full weight, and exportation free, coia 
and ftandard bullion would conftantly ftand at the 
iame price : but when the heavy coin is exported, 
and the ctnrrency becomes light by die old coin r& 
maining in drculauon, the price of bullion rifes in 
propordon. 

Is it furprizing that, at London, gold in buUiot 
ihould be worth as much as gold of the iame ftan> 
dard in guineas, weight for weight ? Is it not 
wordi as much at the mint ? Why fiiould it not 
' be worth as much at the market ? I affirm that 
.any man may offer to pay for the ounce of all the 
guineas coined by Charles II. James II. and Wii- 

liamllL 
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liamin. now in circulation, the higheft market chap. 
price that ever was given for ftandard gold bullion in 
London, and gain by the bargain. 

This, I hope, will be fufficient to latisfy any 
body that there is a miftake in afcribing the high 
price paid for the French crown in the London ex-^ 
change to a wrong balance uj>on the trade of Eng- 
land with France. 

From this new light in which I have placed the 
queftion, I hope the arguments ufed in the i6th , 
chapter of the firft part of the third book, will ac- 
quire an additional force ; and that thereby the eyes 
of this nation may bo opened with regard to the in* 
terefts of the. French trade ; a^ point, I fliould think, 
of the higheft concern. 

To calculate, as every body does, the par of the 
French crown, either by the gold or the filver in 
the Engliih ftandard coin, when no {m^ ftandard 
coin exifts ; and to ftate all that is ^ven for the 
crown above i^\d. if you reckon by the filver, or 
30 jt/. if you reckon by the gold, for the price of 
a wrong balance, is an error which may lead to the 
znoft fatal confequences. 

If government fhould think fit to impofe, in their 
*own mint, a cbinage, equal to that of France, and 
make all their coin of equal w;eight, and at the due 
proportion, it will take off all the lofs we fuffer by 
paying coinage to France (which we at ptefent im- 
pute to the exchange) while ihe pays none to us. 
But then it will occafion nearly the fame flu&ua- 
tions upon the real par of exchange as at prefent ^ 
only from another caufe on the fide of Great Bri^ 
tain. At prefent out exchange becomes favour- 
able 
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able frdm the weight 6f our own currency, and the 
balance againft France upon her trade ; which, b 
Paris, raifes the price of the bullion with which wc 
pay our French debts. On the other hand, our ex- 
<^nge becomes unfavourable from the lightnefs of 
our own currency, from the coinage we pay to 
France, and balance againft us ; which laft carries 
off all our new guineas ; and in the Paris market, 
fix^ the value of that bullion in which we pay our 
French debts* 

Were matters put upon a right footing, we 
ihould gain from France the price of our coinage, 
when our balance is favourable, and pay coinage 
to France wheii their balance is £avonrabIe; in- 
ftead of feeing our exchange turn more in our & 
irour, from the addidonsd wdght only of the coin in 
which we pay. 

If French coinage fhould appear too high a price 
for the intereft of other branches of Britifli trade, 
aqueftion I (hall not here determine, let usimpofe 
at leaft as much as to keep our guineas out of the 
tnelting pot, and banifh all |:he old coin which 
throws us into fuch confufion. 

What has beenfaid is undoubtedly too much 
Upon this fubjeft for the generality of readers. The 
number of thofe who can go through a chapter like 
this with pleafure is very fmall. But if the idea I 
have been endeavouring to communicate, be foiind 
juft by one man of capacity, whofe opinion fhall 
have weight in the deliberations of Great Britain, 
the confequences may be of great advantage to this 
nation ; and this confideration will, I hope, ' plead 
myexcufe. 

I fhall 




OF POLITICAL CECONOMY* 433 

I ihall now fet this queftion in another point of 
view, from which the ftrefs of my arguments will be 
felt, and all intricate reafonings will be laid ajide. 

Does not the price of exchange, or what is ^ven 
above the par, proceed from the expcnce offending 
the metals from the one place to the other, the infu* 
ranee of them, and the exchanger's profit ? If this 
be true, which I believe nobody will deny, muft 
not what is paid for the bill, over and above thefe 
three articles, be confidered as the real par, rela* 
tivcly $0 exchange*? Now does the price of the 
bullion which the exchanger pays in his own mar- 
ket, or the price he gets for that bullion in the 
market to which he fends it, at all enter into tlie ac- 
count of the tranfportation, riik, and profit, which 
the exchanger has on the operation ? Certainly 
not. May there not be a very great difference be- 
tween the buying and felling the very fame bullion 
in different markets at one time and another? 
Ought we not to charge this to fome other accompt 
than to the price of exchange, which is confined to 
the expence of tranfporting the balance only^ and 
when two objedh totally different are included under 
the fame term, does it not tend to ^perplex our no- 
tions concerning them ? 

The great variation in the price of bullion in 
France, for example, and the expence of procuring 
it, proceeds from three caufes. The firft is, the 
coinage impofed in France, while none is impofed 
in England. What, therefore, is paid upon this* 
account, is profit to France, and loft to England. 

Xhe fecond caufe of variation, is the debafement 
of the value of the pou^d flerling, when the heavy 

VoL.IIL . . Ff gold 
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gold hjis been fent abroad. This lofs affefls the na- 
tion, and every man in England, in the quality of 
creditor for Aims fpecificd in pounds fterling, to 
the profit of all debtors. 

ITie third caufe of variation, is from the great 
expence exchangers are put to, in procuring the 
metals from other countries, when they cannot be 
got at home : the confequence of this fhall be ex- 
plained in a fucceeding chapter. 

As all thefe caufes are combined in the exchange 
upon bills when they come to market, I think it is 
proper to analize them, before the dodrine we are 
upon can be diftindly underflood. 

I fliall tlierefore conclude my chapter with this 
propofition. 

That the befl: method of determining exaOly the 
true and intiinfic value of the metak, coin, or mo^ 
- ney, in which the balance due to or from a foreign 
nation is to be paid, is to compare the refpedivc 
value oPfine bullion wiih the refpeftive denomina- 
tions of the coin m the one and the other ; and to 
(late the differenc.e as the price paid for the ex- 
change*. 

• There occurs another conlideniblc difficulty to be removed^ 
before the real par of exchange can be exa^y ^Ictcnrnned from 
the price of bullion, to wit, the uacectainty of wcightt, and ikc 
multiplicity of th;;m. ' 

Every natioa in Europe has a difierent weight, I miebt kj 
alrtioft every city. This has proceeded^, in a great meafiistt 
from the inaccuracy with which they were made in former tinei. 
I think it is highly probable, that many, at leaft,. of the^rxud- 
• pal weights in Europe, have derived their origin from the finjc 
ftandard ; although they are now confiderably" different. Thofc 
1 am beft acquainted with arc the fgllowing ; of which 1 ft*ll 
^ - here 
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here ftt down a (hort table, reduced to troy grains, according CHAP, 
to the beft calculation 1 have been able to make. .^^ 1 

One ounce troy contains ,r y -^ 480 troy grains. 

One ounce Paris, or poiJs de marc, - 473 

One ounce Holland troes ' - - ^y^^zj 

One ounce Colon ia -, * - - 449.33 ^ 

Thcfe are the weights ufv.*J in the mints of England, France, 
Holland, and Germany. 

If therefore we (hould call the troy ounce 100, the proportioa 
of the reft will be as follows : 

Troy ... . - 100 

Paris - - . . - - 98.541 
Holland - * - ^ - 98.597 

Colonia , - . - - - 93«6i / 

I have chofen to reduce to ounces ; becaufe it is the denomi- 
nation in which the proportion of weights is beft preferved. 

Thefe ounces I apprehend to have been originally taken from 
the old Roman pound, which was the weight adopted by 
the Emperor Charles the Great, who applied himfclf much to 
the eftablifhing of a general ftandard of weights in his do- 
minions. ' 

In the example* I have given, we fee how the Ct'lonia ounce 
deviates more, than any other from the average on ,the whole^ 

This ounce is very near equal to the old Saxon ounce, eftab- 
lifhed \tr the Englifh mint at the Norman conqutft,/and there 
-prefcrved, until Henry VHI. fubftituted in its place the troy 
weight. This circumftance makes it probable that the Saxon 
ounce clme originally from Charles the Great, who firft con- 
quered the. Saxon nation^ and drew them from a ftate of abfo- 
hite barbarity. The rude manners of the S^ixons may^have oc- 
calioned this great deviation. 

The difference, therefore, in thofe ounces, I afcribe to the 
progreflive error of thofe who have made weights, and from the 
negle^ of preftrving a proper ftandard. 

The beft remedy for this inconvenience, would be, for any one 
mint to form a weight, adrtbttum, and tt) fend a moft accurate 
copy of it to every mint in Europe : to mention, at the fame 
time, the cxaft proportion between the weight fent, and that 
obferved at their own mint: to beg of the other mint« an equal * 
communication of the proportion between the weight fent, and 

I F f 2 . their 
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their fereral ftandards : and laft of ally to publifh in the newf« 
papers of all commercial towns, every market day, is is done at 
Amfterdam, the price of^^ gold and filTer, according to this 
new weight made for the puipofe. This weight may be called 
the mint-weight of Europe ; and from the uniTcrfal utiHty which 
would follow upon fuch a regulation, it probably might be 
adopted : were this to happen, it might be a ftep towards eftab- 
lifliing an univerfal conformity of weights every where. 

While 'matters ftand on the prefent footing, it is neceflary to 
be informed of three particulars. Firft, Of the proportion of 
the different mint weights. Secondly, Of the regulations by 
which the coin is made. And lafUy, Of the exadnefs of the 
mints in following the regulation. . Every nliftake in any one of 
thefe three articles, is an impediment to the juft determination of 
of the real par. 

I acknowledge that, in fa^, exchange bufinefs goes on 
fmoothly, notwithilanding all the difficulties we have been enu- 
merating, ft may therefore be afked, in what would confifl the 
great advantage of fo fcrupulous a nicety ? 

My anfwer is, that exchange bufiQcfs will always go fmoothlj 
on, as long as exchangers gain, and that trade is not inter- 
rupted. 

But trading men coniider their own intereft only ; and I am 
confidcring the intereit of an intelligent ftate, which wants to 
promote the good of the whole community, withiuut occafioning 
any hurt to the iiiterefl of individuals. 



I 
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III. 



C H A P. m. 

How to remove the Inconveniences which occur in pay* 
ing Balances with the Metals or Coin of a Nation. 

TTHE inconveniences which occur when balances ^ Vir ^' 
arc to be paid in bullion or coin are thefe : 

Firft, the want of fecure and ready tranfporta- 
tion, from the obftruftions government throws in 
the way to prevent it. 

Secondly, The difficulty of procuring the metals 
abroad when they are not to be found at home. 

When we fpeak here of balances to be paid from 
one country to another, we underftand, that the 
general amount of the whole payments to be made 
to the world, exceeds the fum of all that is recipro- 
cally due from it. So far as a balance due to one 
country is compenfated with a balance due by ano- 
ther, they may be mutually difch?irged by bills of 
exchange, according to the principles already laid 
down- All compenfations being made by bills 
drawn for reciprocal debts, we muft here fuppofe ' 
a balance due by the country whofe intereft we are 
confidering. This, like debts between private peo- 
ple, muft either be paid in intrinfic value, or by 
fecurity for it ; that is, by contrading a permanent 
debt bearing intereft. The firft is the queftion here 
before us ; the fecond will be examined in the fuc- 
ceeding chapter. 

The firft difficulty mentioned^ to wit, the want 
of fecure and ready tranfporlation of the metals^ 

Ff3 proceeds 
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proceeds in ^ great meafure from the obftruftion 
government throws in the way, to prevent- the ex- 
portation of them. To remove which difficulty, 
it is proper to (hew how far it is the intereft of go- 
vernment to obftruS, how far to accelerate. die 
tranfportation of the metals. 

We have faid that it is the advantage of every 
ftate, in point of trade, to have balances paid with 
the leaft expence. If then we fuppofe that it is 
either neceffary or expedient that this balance fliould 
be paid in the metals, government, in this cafe, 
ihould facilitate by every method the fending them 
off in the cheapeft and fecureft way. 

But fmce governments do not generally follow 
this rule, we muft examine the reafons which en- 
gage them to prefer a contrary cdnduft* 

The principal, the moft general, and moft rational 
objeftion againf! the exportation of the metals, is, 
that when it is ^permitted without reftridion, it en- 
gages the people, when they go to foreign markets 
for articles of importation, to run to the coin, in- 
ftead of carrying thither the produft and manufac- 
tures of the country. From which a confequence is 
drawn, that as long as coin and bullion are fairly 
allowed to be exported, the rich inhabitants will 
employ them for the purchafe of foreign commodi- 
ties, to"the hurt of domeftic induflry. 

This is an objeftion of great weight, relatively 
to the fituation of many nations. The Spaniards 
and Portuguefe feel it feverely. Many individuab 
there are very rich ; the numerous clafles of the 
people are either lazy or not proj>erly bred to iii- 
duftry. In this fituation the alternative to govem- 

ment 
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'' incnt is very difagreeable. Either the rich muft be 
deprived of mtmy enjoyments with which their in- 
duftrious neighbours alone can fupply them, until, 
by very flow degrees, the loweft claflfes of their 
countrymen can be engaged to change their way of 
living, 'and be infpired with a fpirit of induftry ; or 
they muft be allowed to gratify the defires which 
riches create, at the expence of the nation's trea- 
fure, and the improvement of their cou^iry. 

From this alternative we difcover the principle 
which muft direft theconduft of a ftatefman under 
fuch circumftances, viz. 

To forbid the importation of every foreign manu- 
facture whatfoever ; to fubmit to the hardfliips ne- 
ceflarily implied in the circumftances of the nation ; 
and to pay freely what balance may be owing upon 
natural produce imported for the ufes of fubfiftence 
or manufacture. . 

This is a plan more rational and more ^afily exe- 
cuted, than a general prohibition to export the me- 
tals ; becaufe by good regulations, you may prevent 
the importation of manufaflures ; but- it is hardly 
poffible to prevent the exportation of ihe metals 
neceffary to pay for what you have bought from 
ftrangers, by the permiflion of government : and 
on the other hand, fuppofe you do eiTeCtually pre- 
vent the exportation of the metals, the conlequence 
will be, to put an end to all foreign trade even in 
natural produce, which on many occafions may 
be neceffary for the. fubfiftence of the people. What 
fiation will trade with another who can pay only by 
barter? All credit will likewife be cut off; for 
who will exchange by bills, with i place which can- 

Ff4 not 
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BOOK not pay, either in their own currenq^, or with die 
metals, the debts which they reciprocally owe ? 

The maxim therefore, here, is to prevent as 
much as pofGble the contra^ng of debts with 
ftrangcrs ; but when they muft be contraded, to fa- 
cilitate the payment of them. 

This reafoning is calculated tp dired a flatefman 
who finds himfelf at the head of a rich luxurious 
nobility, and an idle or ilUinftru&ed common peo- 
ple, furrounded by induftrious neighbours, whofe 
afliflance may be neceifary upon many occafions, 
to provide fubfiitence, or the materials of manufac- 
ture, for his people ; and this while he is forming 
a fcheme for introducing induftry at home, as a 
bafis for eftablifhing afterwards a proper fore^ 
commerce. 

But in this fubjed combinations are infinite, and 
the fmalleft change of circumftances throws the 
decifion of a queftion on a different principle. 

I will not therefore fay, that in every cafe which 
can be fuppofed, certain reftriftions upon the ex- 
portation of bullion or coin are contrary to good 
policy. This propofition I confine to the flourifhing 
trading nations of our own time. 

To fet this matter in a fair light, and as an exer- 
cife upon principles, I fhall borrow two examples, 
one from hiftory, and another from a recent expe- 
riment made in France, in which a clog upon the 
exportation of the metals and coin was very politi- 
cally laid on. 

• We learn from the hiftory of Henry VU. of Eng*- 
land, a fagacious Prince, that he efi^ablifhed very 
fevere laws againft the exportation of bullion ; and 

8 obliged 
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Dbliged the merchants who imported foreign com- ^ ^^ ^* 
modities into his dominions, to inveft their returns 
In the natural prodijce of England, which at that 
time confided principally in wool and in grain. 

The circumftances of the times in ii^hich that 
Prince lived, muft therefore be examined, before we 
can jullly find fault with this flep of his political 
ceconomy. 

In Henry the Vllth's time, the foreign trade of 
England was entirely in the hands of fordgners, 
and every elegant manufa£kure ahnoft came from 
abroad. 

Under fuch circumflances, is it not plain, that 
the prohibition to export bullion and coin, was a 
compulfion only concomitant with other regula- 
tions, to oblige the foreign merchants, refiding in 
hi^ kingdom, to buy up the fuperfluity of the Ejig- 
lifh natural produce of wool and graiii ? Had not 
the King taken thefe ineafures, the whole money of 
the nation would have been exported ; the fuper- 
fluous natural produce of England would have lain 
upon hand ; the redundancy of which would have 
broiight the price of them below the value of the 
fubfiflence of thofe who produced them ; agricul- 
ture would have been abandoned ; and the nation 
would have been undone. 

I allow that nothing is fo iabfurd as to permit the 
confumption of foreign produdtions, and to forbid 
the exportation of the price of them. ^ I alfo allow 
that every reftraint laid upon exporting filver and 
gold, afFefts the confumer of foreign goods, and 
obliges him to pay the dearer for them } but this 
additional expence to the confumer, does not aug- 
ment 
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ment the mafe of foreign debts. The debt due 
abroad will conftantly be paid with the fame quan- 
tity of coin, whether the exportation of it be al- 
lowed or not ; becaufe the lofs of thofe who pay 
the balance arifes from the rifk of coniifcation of the 
money they want to esiport againft law ; or from 
the high exchange they are obliged to pay to thofe 
who take this rilk upon themfelves. In both cafes, 
. the additional expence they are put to remains < in 
the country, and is repaid them by the confumers ; 
confequently, can never occafion one farthing more 
to be exported. Prohibitions, therefore, upon the ex- 
portation of fpecie, are not in every cafe fo abfurd 
as they appear at firft fight. It is very certain that 
npbody ever gives money for nothing ; confequently, 
a (late may reft affured that the proprietors of the 
fpecie, their fubjefts, will take fufficient care not 
to mak« a prefent of it to foreigners. The intention, 
therefore, of fuch prohibitions is notfomuchto pre- 
vent the payment of what people owe, as to prevent 
that payment from being made in coin or bullion ; 
and alfo to difcourage the buying of fuch foreign 
commodities as muft be paid in fpecie, preferably to 
others which may be paid for with the returns of 
home produce. 

When a ftatefman, therefore, finds the balance 
of trade, upon the main, favourable to the cotmtry 
he governs, he need give himfelf no trouble about 
the exportation of th6 fpecie, from this fingle prin- 
ciple, to wit, that he is fure that what is exported 
is not given for nothing ; and that the favourable 
balance cannot fail to bring it back again, together 
with an additional fupply. But when th^ b^lanc^ 

turns 
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turns againft him in the regular courfe of bufin^fs, 
not from a temporary caufe, then he may lay re- 
ftraintfi upon the exportation of fpecie, as a conco- 
mitant reftriSion, together with others, in order to 
dtminifli the g)sneral mafs of importations, and there* 
by to fet the balance ev^n. 

In a trading nation, I allow that no reftriftion of 

this kind ought to be made general ; becaufe it then 
aflfefts the ufeful as well as the hurtful branches of 
importation : but in Henry's days, the fale of corn 
and wool was fufficient to procure for England all 
it wanted from abroad ; and the interefts of trade 
were not fiifBciently underftood, to enable the ftate 
to aft by any other than the mod general rules. 
Forbidding the exportation of coin was found to 
promote the exportation of Englifli produftions, 
and this was a fufficient reafon for making the pror 
hibition peremptory; In this view of the matter, 
did not Henry judge well, when he obliged the mer* 
chants who imported foreign goods, to invert th^ 
price they received for them in Englifli commodi- 
ties ? Orice more I muft fay it, he was not fo much 
afraid of the confequences of the money going oti*t, 
as of the corn and wool remaining at home : had 
he been fure of the exportation of thefe articles to as 
good purpofe another way, the prohibition would 
have been abfurd ; but I am perfuaded this was not 

the cafe. ' / 

The example taken from France is this. 

After the fatal bankruptcy in 1720, by the blow- 

ing up of the Miilifippi, the trade of France Ian- 

guiflied from the effefts of the inflability of their 

coin. 
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coin, until the year 1726, when it was fet upon 
that footing on Which it has remained ever fince. 

Upon that laft general coinage, the fame princi- 
ples of enriching the Kling by the operation directed 
the condud of the minifter. 

The old fpecie was cried down, and profcribed 
in circulation : but it was thought, that as it was 
the King's coin, he had a liberty to fet a price upon 
it, at a different rate from any other bullion of the 
fame finenefs : and that he had alfo a right to com- 
mand the proprietors of it to bring it to the mint at 
his own price. 

The confequence was, that thofe who could were 
very defirous to fend it to Holland, in order to draw 
back the full value of it, in bills upon Paris. 

Under fuch circumftances, were not prohibitions 
upon the exportation of this coin moft confident 
with the plan laid down ? We (half, in the next 
chapter, examine the confequences of this operation 
upon the exchange of France. 

What has been faid, will, I hope, fuffice ^o ex^ 
plain fome of the' principal motives which ftatef- 
men may have, when they lay reftridlions on the 
exportation of the metals, with a view to favour the 
trade of their nation, or the intereft of the ex- 
chequer. 

But befide« the intereft of trade, there are other 
reafons for laying prohibitions on the exportation of 
the national coin, although that of bullion be left 
free under certain rcftriftions. 

As often as it happens, that the value of a nation's 

coin remains at par with bullion of the fame weight 

and 
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and finenefs, this coin, if exported, may be melted chap. 
down. This is a ]ofs ; becaufe k puts the nation to 
the expence of coining more for the ufe of circula- 
tion. 

When nations give coinage gratis, or when they 
allow the coin of other nations the privilege of paf- 
fmg current under denominations exaftly propor- 
tioned to its intrinfic value, then coin never can be 
worth more than any other bullion of the fame ftan» 
dard ; cpnfequently, will be exported or fmuggled 
out whenever there is a demand for it abroad. 

If, therefore, a nation do really defire to avoid 
an expence at the mint, they^ muft make it the iti- 
tereft of merchants to export every other thing pre- 
ferably to their own coin. This is done by impo- 
fmg a duty upon the coinage ; and this will either 
prevent the coins going out unneceiTarily, or if it be 
neceffary to export it, the . coin' will return in the 
payments made to the nation ; becaufe of its ad- 
vanced value abov^ any other bullion which can be 
fent. .1 

The forbidding of the exportation of coin, im- 
plies a reftriftion upon the exportation of bullion;, 
becaufe, unlefs the bullion be examined at the cuf- 
torn houfe, and the flamps upon it lobked at, it 
may happen to be nothing but the nation's coin 
melted down, with ^n intention to avoid the law. 
For this reafon, whoever brings bullion to be 
{lamped, whether it be for exportation or not, 
muft declare that it has not been made of the na- 
tion's coin. How flender a check are all fuch 
declarations ! The only one effeftual is private in- 
tereft ; and as no man will take his wig to ftufF his 

. chair. 
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chSur, whai he can get cheaper njaterials equally 
good, fo no man will melt down coin which bears 
an advanced value, when he cah procure any other 

bullion. 

' On the whole, we may determine, that a flourifli- 
ing commercial ft ate, which has, on the average of 
its trade, a balance coming in from other countries, 
fhould lay it down as a general rule, to facilitate the 
exportation of its coin, as well as of bullion : and 
if, a very particular circumftance fhould occur, 
which may continue for a (hort time, it may then 
.put a temporary ftop to it, and facilitate the pay- 
ment of the balance by the means of credit. 

I have enlarged fo much jipon the methods of 
removing the firft difficulty of paying a balance, with 
the coin or bullion found in a nation, that what re- 
mains to be faid upon the fecond difficulty, to wit, 
the procuring them from other nations, need not 
be long. 

Were the mint weights of all countries fuffidently 
determinate ; were the regulations concerning the 
ftandard of bullion exadly complied with ; and 
were the current market prices of this important 
commodity, confidered as i valuable piece of intel- 
ligence every where, the bullion tVade would be 
much eafier than it is. 

We have faid, that when the reciprocal debts of 
two nations are equal, thpre is no octafion for bul- 
• 4ion to difcharge them. But trading nations arc 
many ; and from this it may happen, that one who, 
upon the whole, is creditor to the* world, may be 
debtor to a place which is alfo creditor to the world ; 
and in this cafe bullion is neceflary to pay the debt. 

. If 



OF POLITICAL (ECONOMY. ( 447 

If a man owe money to a perfon.who has many ^^,f • 
creditors, the perfon owing, may buy up a claim 
againft him, and pay what he owes in that way : 
but if the perfon to whom he owes the money be 
indebted to nobody, then the debt muft be paid 
with ready, money. Juft fo of nations. For in- 
ftance, when bullion is demanded to be exported to 
Holland, the Englifh merchants, who are creditoirs 
on Spain and Portugal, take from thence their re- 
turns in bullion, for the fake of paying the balance 
to Holland, which is, upon the whole, creditor to 
the world. 

« 

But as it feldpm happens, that he who deals with 
Holland is the perfon who has credit in Spain or 
Portugal, he is obliged to apply to Portugal mer- 
chants in order to procure bullion. They again 
who trade thither, having profit on the returns of the 
commodities they^ bring from thence, will expeft the 
fame profits upon the bills they give to the man wlio 
wants to take his return in bullion. This plainly 
raifes the price of buUioi^ in the Englifh market .; 
becaufe it is brought home in confequence of a de- 
mand from England. On the other hand, when the 
demands of England for Portuguefe commodities 
is lefs than the value of what Portugal owes her, the 
Portugal merchants in London are obliged to take the 
balance in the metab. Thefe come to the London 
market, and are offered to fale to thofe who Want 
them : then the price of bullion falls j becaufe the 
demand comes from the other fide. 

To go through all the operations which mer- 
chants employ to abbreviate the procefs I have 
been defcribing, would, indeed, better explain the 

pradical 
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prafidcal part of exchange, that what I have (aid ; 
but I write not to inftruQ merchants, but to ex* 
4rad firom their complicated operations, the prind* 
pies upon which they are founded. 




CHAP. IV. 

Haw the Price of Exchange^ in a profperous trading 
Nation, may be prevented from operating upon the 
whole Mafs of reciprocal Payments ^ injiead of af 
fedting the Balance only. 

TTlTE have taken it for granted, that the price of 
exchange is a hurt to trade in general. 

In this chapter, we (hall inquire more particularly 
than we havd done, in what this hurt confifts. 
The point of view of every man, whether he be a 
merchant or not, is firfl honeftly, and as far as bw 
and fair dealing do permit, to confult his own pri« 
vateintereft ; and in the fecond place, to promote 
that intereft with which his own is moil clofely con- 
nected. 

According to this rule, every merchant will en- 
deavour to manage his exchange bufinels to the bcft 
advantage to himfelf. If the balance be againft his 
country, he will fell his bills on the country ere* 
ditor as dear as he can ; that is, he will endeavour 
to raife the price of exchange as high as he can 
againft his country, whatever hurt may thereby 
refult to the general trade of it } and in fo doing, 
he does only what duty to himfelf requires \ bc- 

caufe 
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ctiufe it is by minding his bufinefs only, that he can 
trade uJ>on equal terms with his neighbours, every 
one of whom will avail themfelves of the like fluc- 
tuations, when diey happen to be in their fa* 
vour. 

From this I conclude, that fince the lofs upoti 
high exchange againll a country, a£Fe£i:s principally 
the cumulative intereft of the whole, relatively to 
other trading nations; it is the bufmefs of the 
ftatefinan, not of the merchants, to provide a re^^ 
medy againft it. 

The whole clafs of merchants, no doubt, ex* 
changers excq>ted, would be very glad to find the 
courfe of exchange conftantly at par. This is alfo 
gresdy the intereft of the ftate ; becaufe it is &om 
the balance in its favour, not from the profit made in 
drawing that balance from the debtor, that the ftate 
is a gainer. This muft be explained. 

I am to (hew how it happens, that a nation is be« 
nefited or hurt by the net balance only, which it 
receives from, or pays to her neighbours : and that 
the whole expence of paying or receiving this ba- 
lance, is not national, but particular to individuals 
at home ; confequently, it would be th^ intereft of 
all ftates, that balances both favourable and unfa-> 
vourabk, were paid by the nation-debtor, at the 
leaft expence poffible. 

The great d^culty in communicating one's 
thoughts upon this fubjed with diftindnefs, pro« 
ceeds firom the ambfguity of the terms neceifary to 
exprefs them. This may be avoided by adopting 
the technical terms of merchants ; but thefe are ftill 
Vol, III. ^ S ^^^^ 
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more difficult to be comprdiended by any one whd 
is not converfant in commerce. I ftiall acquit my- 
felf of this difficult taik the beft way I can. • 

When we fpeak of a balance between two nations, 
we ihall call the nation who owes the balance the 
nation-debtor ; the other to whom it is owing, the 
nation^creditor. 

Balances imply reciprocal debts ^ confequently, 
reciprocal debtors and creditors. To avoid, there- 
fore, confufion \n this particular, we ihall ufe four 
expreffions, viz. the debtors to the nation*creditor ; 
the debtors to the nation-debtor ; the creditors of 
the nation-creditor } the creditors of the nation- 
debtor. 

Let me fuppofe that Paris owes a balance to Lon- 
don, no matter for what fum. The reciprocal 
debts between Paris and London are all affe£ted by 
the confequence of this balance : that is to fay, fome 
pay or receive more than the real par ; fome pay 
or receive lefs# To difcover where the profit cen- 
ters, we are now to inquire who are thofe who re- 
ceive more, who are thofe who receive lefs. And 
as profit and lofs are here only relative, that is to 
fay, the profit of the one is compenfated by the lois 
of the other ; we muft fee whether upon the whole, 
the price of the exchange in this cafe be favourabIo> 
to England, to which, by thefuppofition, the balance 
|8 due, and unfavourable to France, which is the 
debtor. ^ 

The queftion thus ftated, let qs examine the ope- 
rations of exchange at London and Paris, and the 
Ibte of demand in both, for money or bills. 

la 
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In the London market the demand will be for chap. 

money in London for bills on Paris ; and be who 

demands, muft pay the exchange. ; confequently, 

the London merchants, creditors of the nation-deb^ 
for^ will pay the exchange ; that is to fay they will 

fell their bills on Paris below par ; and the London 

merchants, debtors to the nation-debtor, will buy 

them, and gain the exchange ; that is, they will 

1t>uy bills upon Paris below par. , 

Now as this negotiation is carried oh at London, 
I mufl; fuppofe it to take place amongfl Engliih- 
i^ien; one part of whom will gain exadly what 
the other lofes ; conjfequently England, in this re* 
fped, neither gains or lofes by the exchange paid ix\ 
London. 

Let us next examine the intereft of the mer- 
chants, and the intereft of the nation's trade. 

The creditors of the nation-debtor, who have 
loft by, the exchange, are thofe who have exported 
Englifh commodities to France. Upon this profit- 
able branch of commerce the exchange occafions a 
lofs, the confequence of which is, to difcourage ex- 
portation. 

The debtors to the nation-debtor, who have 
gained by the exchange, are thofe who have im- 
ported French commodities to England. Upon 
this hurtful branch of commerce, the exchange oc- 
cafions a profit ; the confequence of which is, to 
encourage importation. 

This is not all. The Etiglifh merchants export- 
ers, who have loft, cannot draw back their lofs up- 
on the return of their trade ; becaufe the return of 
their trade is the money due ^by France, the balance 

G g 2 included. 
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included. Whereas the Englifh merchants import- 
ers may draw back thdr lofs upon the return of 
their trade ; becaufe that return is mercbandiztj 
which they can fell fo much the dearer to their own 
countrymen. 

If the balance be in favour of London, importers 
gain, as we have feen ; when it is otherwife, and 
when they are obliged to pay the exchange, they 
indemnify themfelves, by the fale of their goods fo 
niuch the dearer. Kgh exchange, therefore, may 
hurt exporters, but never ^an hurt importers. 

Let us next examine the operation of exchange 
at Paris. 

In the Paris market, the demand will be for bills 
upon London for money in Paris ; and he who de- 
mands npLuft pay the exchange. The debtors, 
therefore, to the nation-creditor, mufl pay the ex- 
<;hange, ind the creditors of the nation^reditor 
will receive it ; and as both are Frenchmen, the 
profit and lofs to Paris exa£tly balance one ano- 
ther. 

But the debtors of the nation-creditor are here 
the importers of Englifh goods j coufequently, this 
trade, hurtful to France, would be hurtful to the 
importer, could he not indemnify himfelf by 
felling them fo much the dearer to his country- 
men.. 

The creditors, again, of the nation-creditor, who 
gdn the exchange, are the exporters of French 
goods to England; fo that here the exportation 
meets with an encouragement from a balance againft 
the country. 

From 
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From the advantage found upon exchange iii fa- 
Your of exporters, and the lofs upon it to the pre- 
judice c£ importers, in the ciafe of a wrong balance, 
it has been believed, that a wrong balance pro- 
duced, upon importations and export^tions, effefts 
equal and contrary, which deftroy one another, and 
thereby bring the balance even. 

In anfwer to this, I have two ihort arguments ta 
offer. 

The firfl: is, that were the argument conclufive^ 
it would hold good in reverfmg the proportion ; to 
wit, that the confequence of a favourable balance 
would be to deftroy the ^ difference alfo, and 
bring the balance even. This I never heard al* 
leged. 

My fecond argument is the ftronger : that the 
enhancing of the prices of importations will not fo 
effedually difcourage the fale of them at home, as 
the enhancing the prices of exportations will difcou- 
rage the fale of them abroad ; for the reafons I 
(hall give prefently. But in the mean time. 

If the compenfation be confidered in relation 
only to the merchants importers and exporters^ 
there, indeed, I agree, that their profit and lofs 
upon the exchange is moft exaf^ly balanced ; be« 
caufe what the one party gains the other lofes^ 
^d the country lofes the balance only, as has 
been faid. 

The reciprocal debts thus tranfaQed by bills of 
exchange, we fee that no profit can be made, 
nor lofs incurred, either to London^ or Vvih '^y 
(})is operation, 

QSi The 
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The profit to Frenchmen is^compenfatcd by the 
lofs to Frenchmen ; the fame may be faid of the 
£ngli(h merchants : but the bal&nce due after tbde 
operations are over, and the pnore remote conf^ 
quences of high exchange, affe^l the relative in- 
terefl: of the two nations. 

This balance is generally fent by the country, 
debtor, either to the country-creditor, or to their 
order in a third country, to which the country-cre- 
ditor is indebted. 

Tlie tranfportadon and infurance of this balance 
is an expence to thofe who. owe it, and the profit, 
if any there be on this operauoh, naturally belcHigs 
to the exchangers of the fame nadon, who conduS 
it. So whether exchange be paid upon bills drawn^ 
or expence be incurred in the fending away the ba- 
lances,^ no profit can accrue upoa this to the na- 
tion-creditor, to the detriment of the debtor: it 
muft, therefore, do hurt to both, reladvely to na« 
tions where, upon the average of trade, exchange 
is lower. 

I come now to the method of tranfporting ba- 
lances in the metals. 

We have feen how the Creditors of the naticm- 
debtor pay exchange upon the fale of their bills on 
Paris, which owes the balance. If by the opera* 
tions of exchangers, this exchange fhould rife, to 
their detriment, higher than the expence, trouble, 
and infurance, upon bringing this balance firom 
Paris, then they will appoint fome hOtor at Psds, 
to whofe order they will draw bills upon their dd)t- 
orf in that city } and a^ what the Paris-debton om 

to 
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to London is dated in pounds fterling, the London* ' 
creditors will value the pound fterling, according to 
the rate of exchange, in their favour ; and in their 
bills upon their Paris-debtor, they will convert the 
fum into livres, including the exchange. 

By this operation, we fee how the tranfportation 
of the balance may become the bufinefs of the cre« 
ditors of the nation-debtor : which is a drcumftance 
we have not as yet attended to : a few words will 
explain it. 

When tl;ie creditors of the nation-debtor fell 
their bills, they muft pay the exchange, as«has 
been faid. When they draw bills to the order of 
a friend in the place where the balance is owing^ 
they fuperadd the exchange. This their debtors 
pay : but then they themfelves miift be at the ti-ou* 
ble and expence of bringing home the money. 

It is from this alternative which both parties have 
of either fending what they owe to their creditors in 
bullion, or of allowing them to draw for it at the 
additional expence of paying the exchange, that a 
check is put to the extravagant profit of ex- 
changers : and from this drctunflance arife all the 
delicate operations of drawing and remitting. 

Into thefe we (hall not inquire : the principle on 
which they depend appears fufficiently plain, and 
this is the principal obje£t of our attention. 

I proceed now to confider how far thofe recipro- 
cal profitr and lofles, between merchants in the fame 
coiMitry, afieft the trade of it in general. | 

When the balance is favourable, we have faid 
that the exporters lofe the exchange, and the im« 
porters gain it \ and both being citizens^ the CQun<f 

<jg4 try 
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Bo^K try would^ not J be concerned in thdt relative int& 
rcfts>.( were it not thit thefe interefts are conneded 
with that of the country, which rea{>s great bene- 
fit firom the trade of thofe who deal in exportations, 
and lofs from the other. 

If, therefpre, exchange be found to hurt exfoiU 
alion, when the balance is favourable, in this re- 
fped the country has an intereft in bringing it as bw 
as poffible. But as it may be faid, that fince the 
return of an unfavourable balance hurts in its turn 
the interefts of importation, and favoiurs that of ez« 
portation, esichange thereby operates a national 
compenfation : I muft, in this place, add one reflect 
tion more, in order to deftroy the (Ireiigtfa of this 
^gument. 

Were this propoiition admitted, as I am fure it 
f:annot, from what we have already laid, it would 
afford no argument againft doing what can be done, 
to render exchange as little hurtful as poilible to 
exportation, during the favourable balance. But 
next as to the queftion itfelf of national compenfa- 
tion, I cannot allow that even exporters and //»- 
porters are therdby brought on a level in point of 
trade : for diis reafen, that fmce it is allowed, that 
when the balance of trade is favourable, the price 
of exchange is a lofe to the merchants exporten ; 
this exchange in proportion as it ailments, muft 
difcourage manufa£hn'ers, who mull have regular, 
and even growing profits, according to the increafe 
of demand. Thefe the merchmt exporter cannot 
afford ; becaufe he cannot draw back from his fb- 
reign correfpondents, any advance upon manufac^ 
tures at home, arifing from domcflic drcunh 

(lances. 
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fiance. Bat when upon an un&vourable balance, 
the merchant importer is afieded by the exchange 
againft him ; this additional expence he can draw 
back ; becaufe he fells to thofe who are affe£ted by 
all domeflic drcumllances.. 

Let us therefore determine, that it is the intcrefi: 
of a flate to difregard this compenfation which is 
faid to be given to exportation during a wrong ba- 
lance, which does fo much harm ; and to avoid the 
difcouragement given to it by a right balance, 
which does fo much good. The only way to com- 
pafs thefe ends, is to keep exchange as near to par 
as pofllble. 

Could reciprocal debts be always exchanged at 
par, and could the expence of bringing home, and 
fending a balance abroad, be defirayed by the ftate, 
I think it would prove a great advantage to the trade 
of a nation. I do not pretend to fay that, as mat- 
ters ftand, the thing is practicable ; but as this is 
a queflion which relates to my fubjed:, and feemg 
both curious and interefting, I ihall here . ex- 
amine it. 

At firft fight, this idea will appear chimerical ; 
and fome readers may defpife it too much, to be at 
the trouble to read what may be faid for it. I ihall 
therefiDre fet out by informing them that the fcheme 
has been tried, in a great kingdom in Europe, under 
a great minifter : I fay it was attempted in France, 
in the year 1726, under the adminiftration of 
Cardinal Fleuri, and produced its eflfedk ; ^ although 
k was foon given up, from a circumftance whicji^ 
{ think, never can occur in Great Britain. 

After 
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After the laft general coinage in France, 17169 ex* 
change became fo unfavourable ta that kingdom, as 
to occafion a general outcry. The Cardinal, to pit 
a flop to the clamour, and to fet exchange to ngbts, 
as he thought, ordered Samuel Bernard, at tbat 
time a man of great credit, to give bills on Holland 
at par, to all the merchants ; and in order to enable 
* him to place funds in Amfterdam, for the payment 
of his bills, the Cardinal fupplied this exchanger 
with fu&cient quantities of the old coin, then cried 
down, and paid for the exportation of it to Hol- 
land. 

Upon this, exchange on Holland came to par ; 
and the exchangers at Paris looked on the opera- 
tion with amazement. The minifter, however, in 
a fliort time difcovered, that by this he was undoing 
with one hand, what he wanted to eftabUfh widi the 
other*. He therefore flopped in his career, after 
having paid, perhaps, ten times the balance due to 
Holland. 

By unfolding the combination of this operation, I 
fhall be better able to caft light on the queflion be- 
fore us, than in any other way. 

When the general coinage was made in France, 
by the arret of the month of January 1726, all the 
old coin was cried down, and ordered to be re- 
coined. The mint price of fine gold per marc was 
fixed at 536 livres 14 fols 6 deniers ; that of the fil- 
ver at 37 livres i fol 9 deniers. Thefe were die 



^ By this operation lie fent away the very coin 
^Dtcd to force into the mint \ as has been faid. 
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prices at which the min; psdd for bulfidn, whea 
offered to be coined. But the King^ as if he had a 
right upon the metal in the old coin, commanded 
it to be delivered at the mint at no higher rate than 
492 livi^s for the marc of fine gold, and at 34 li- 
vres for the marc of fine filver : and to compel the 
poffeffors of it to bring it in, all exportation and 
melting down was made highly penal ; the avenues 
from France were befet with guards to prevent the 
going out; and the melting pots were« ftridly 
watched. Upon this, the poffeffors of the old coin, 
rather than fell it to the mint at fo great an underva- 
lue, had recourfe to exchangers for bills upon Hol- 
land for it : and thefe being obliged to fend it tlu- 
ther at a great expence and rift, exafted a very high 
exchange, which, confequently, affe£ted the whole 
trade of France. 

Politicians perfuaded the Cardinal, that exchange 
had got up To high, not froni the difcredit caft on 
the old coin, but becaufe of the wrong balance of 
trade, and of the alteration which had been made 
at that time upon the denomination of the new coin : 
and that as foon as the balance againit France was 
paid, exchange would return to par. Upon this 
the Cardinal fet Bernard to work, but -he foon dif- 
covered his miftake ; and by arret of the 1 5th of 
June the fame year, raifed the mint price of the old 
coin, and then exchange became favourable. 

Thefe are all fafts mentioned by Dutot, and yet 
he never will afcribe the rife of exchange in France 
to any other caufe than to the tampering with the 
denominations of their coin : an operation which 
may rob one fet of people in favour of another ; but 

which 
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which has very little* cffeft upon exchange, when 
other circumilances do not concur, as in the cafe 
before us. , 

Now had the high exchange againft France been 
owing to a wrong balance upon her trade, is it not 
evident that the Cardinal's operation would have 
fucceeded, that all demands for bills at Samuel Ber- 
nard's oiEce would have been confined to the exad 
extent of this balance; that the reciprocal debts 
would have been negociated between the merchants 
at par ; and, confequently, that all expence upon 
exchange would have been faved to individuals, at 
, the fraall charge to government of tranfporting the 
balance paid by the merchants at Paris, for Samuel 
Bernard's bills ? 

Were profperous trading ftates, therefore con- 
duSed by ftatefmen, intelligent, capable, and unin- 
fluenced by motives of private intereft, they would 
make it a rule to be at the expence of fending off, 
and bringing home all balances, without any charge 
for exchange to the traders ; but the confequence 
of either negleft, or incapacity in the perfon at the 
hdra> would then make it too dangerous to attempt, 
at once, fo great a change in the prefent method of 
paying balances : but I never make allowances for 
fuch defeds in minifters, while I am deducing the 
principles which ought to dired the condud of a 
flatefman. 

I fliall next flightly pdint out the bad confe- 
quences which, itpon an unfavourable Jlaie of conir 
merccy might refult from fuch a plan : and without 
riecommcnding any thing to pradice, leave the 
reader to judge of the expediei^cy, , 

6 We 
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. Wefee^ that by a ftatefman's giving bills at par, chap. 
in all occaftonsj and being bimfelf at the expence of 
tranfportation and infurance, in bringing home and 
fending oflF all balances, exchange would of itfelf 
come to par. 

The firft c6nfequence of this would be, the total 
annihilation of the exchange bufinefs ; and if, after 
this, any interruption (hould happen by neglefl: 
in the ftatefman, trade might fufFer confiderably. 

Another confequence is, that the mod deftruc-* 
tive trade would go forward without a check, as 
long as. merchants could pay the par of the bills they 
demanded upon foreign parts : and this they would 
conftantly be enabled to do, while there was either 
coin or paper in circulation, as has been explained 
in treating of banks of circulation upon mortgage. 

The confequence of this again would be, to 
oblige the ftate to pledge the revenue of the coun« 
try to ftrangers, in proportion to the balance pwing, 
over and above the extent of the metals to dif- 
charge it. 

Now the queftion is, and this I ihall leave to the 
fagacity of my reader to determine, whether, as 
matters (land, there be any check proceeding from 
high exchange which can prevent the bad confe« 
quences here fet forth. I fufpecl there is none. 
We fee the moil enormous fums lent by nations to 
nations ; raUing the exchange againft the lenders ; 
turning it in favour of the borrowers, but never 
preventing the loan from going forward. Does not 
Great Britain, as well as France, owe amazing fums 
to other nations, at the expence of paying the in- 
tereil out of their revenue ? And have not all thefe 
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fums been tranfaded by e^ichaligere^ v^ho have 
made great fortunes by the operation ? Are not the 
mod xin£si¥0urable balances paid in the ordinary me- 
thod ? . Are there not, already, inftruments in the 
hands of all nations, fufficient for their undobg ? 
How then can their ruin be accelerated by this altera^ 
don in the mode only of performing the fame thing ? 
/ But let it be obferved, that our bufinefs, in this 

chapter, is to fearch for methods to advance the 
profperity oi ftonrijhing nations, who have a balance 
owing to them ; and here we have been fetting 
forth the bad confequences which refult from them, 
to others who are in decay. Every argument, there- 
fore, drawn againft this fcheme, in favour of the 
idle or prodigal, is an argument in favour of it, 
with re(pe£t to the induftrious and frugll. As aQ 
nations are liable to alternate viciflitudes of pro« 
fperity and adverfity, the principles here laid down 
require to be carefully combined with domeftic 6i» 
^umftances, before they be applied to pra£Hce. 

It was with a view to this diftinfUon, that, in 
the title of this chapter, I pointed out the queftion 
there propofed, as being relative to the flate of it in 
zprofperous trading nation ; and I am not quite clear 
how far it might not be advantageous in every cafe : 
but this queftion I fhall not here enlarge upcxL 
What has been laid, will, I hope, be fufficient to 
point out the principles upon which the decifton de- 
pends ; and if any ftatefman incline to try the con* 
fequences of it now and then, by an experiment, 
nothing is fo eafy as to do it, without any detri- 
^ ment. This is proved from the operation peiformed 

by the French cardinal, on the occafion of a very 

\mfavourabIe and high exchange* 

CHAP. 
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Howy when other Expedients prove ineffe5fual for the 
difcharging of Balances ^ the fame may be paid by 
the Means of Credit ^ without the Intervention of 
Coin or Bullion ; and who are thofe who ought to 
conduct that Operation. 

TylTE have now applied the principles formerly 
^^ laid down, towards difcovering the moft pro- 
per expedients for removing or palliating the three 
inconveniences to be ftruggled with in regulating 
exchange. Firft, How to eftimate the value of a 
balance due : Secondly, How to pay it with the 
coin or bullion of the country : and laftly, How to 
prevent the price of exchange from affedling any 
thing more than the balance to be plid, after all re- 
ciprocal debts have been compenfated. 

It remains to inquire, what are the mofl: proper 
methods to acquit what a nation may owe, after it has 
done all it can to pay the value of their balance in 
the other way. 

At firft fight, it mud appear evident that the only 
method here is to give fecurity ^ and pay intereit for 
what cannot be paid in any other value. This in 
the end is conftantly what is done by every nation ; 
but .as the ordinary methods of bringing it about, 
are very perplexed, and are attended with expences 
which raife exchange to a great height^ and thereby 
prove a prodigious djfcouragement to trade in ge- 
neral: 
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ncral : it would be no fmall advantage, could ail 
this lofs on exchange be thrown equally upon every 
clafs within the ftate, inftead of being thrown en- 
tirely upon its commerce. 

As this is the expedient to be propofed, it vill 
not be amifs to obferve, that fordgn balances arifc 
chiefly upon four articles. Firft, The great impor- 
tation and confumption of foreign produSions. 
Secondly, The payment of debts and intereft due 
' to foreigners. Thirdly, The lending money to 
other nations. And, Fourthly, The 'great cxpcncc 
of the ftate, or of individuals, abroad. I 

Could all the bad confequences arifing from tbefe 
four caufes, and the high exchange occafioned by 
them, be call upon that intereft alone which occaiiaDS 
them^ I (hould not propofe to lay the whole body of 
the nation under contribution for repairing the lols. 

But if from the nature of the thing, as matters 
ftand, the whole be found to fall upon trade, with- 
out a ppflibility of preventing it ; in this cafe, 1 
think it would be better for the nation, in cumulcj 
to lend its affiftance, and to fhare the burden, than to 
allow it to fall upon that part of the body politic from 
which the whole draws its vigour and profperity. 

It cannot be denied, that when a heavy balance 
is due by a nation, it has the eflfeft of ratfing ex- 
change upon every draught or remittance. When 
hills are demanded to pay a foreign claim, it can* 
not be determined from which of the four articles, 
juft now mentioned, the claim has arifen. WhcAcr 
fcr naticxial purpofes or not, the exchange is tbc 
&me, and^ equally aflfeds the whole intereft of 
trade. 

If 
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If this be a fair ftate of the cafe, I think we may ^ \^p- 
detenhine that fuch balances ought to be paid by 
the affiftance and intervention of a ftatefman's ad- 
niiniftrauon. 

The objed is not fo great as at firft fight it may 
appear. We do not propofe that the value of this 
balance fliould be advanced by the (late ; by no 
means. They who owe the balance mud then, as 
at prefent, find a value for the bills they demand. 
Neither would I propofe fuch a plan for any na- 
tion who had, upon the average of their trade, a 
balance againft them ; but if, on the whole, the 
balance be favourable, I would not, for the fake 
of faving a little trouble and expence, fuffpr the al- 
ternate vibrations of exchange to difturb the 
uniformity of profits, which uniformity tends 
fo much to encourage every branch of com- 
merce. 

We have abundantly expldned the fatal effefts 

of a wrong balance to banks which circulate paper j 

and we have fliewn how neceffary it is that they 

fliould perform what we here recommend, to be 

^ done by the ftate itfelf. There is therefore nothing 

new in this propofal : it is merely carrying the con- 

fequences of the ^lame principle one ftep farther, 

and making it a branch of policy, for government 

to be ai&fting to trade in the payment of balances^ 

where credit abroad is required ; and we have pro- 

pofed that this afliftance ihould be given out of the 

public money* 

The greateft, and indeed, I think, the only ob- 

jeflion to this fcheme, is, that by it the oondition 

of our foreign creditors will be bettered, for no va- 

VoL.IIL Hh lue 
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lue received from them. This I allow will be die 
cafe when the balance is againft England : but it 
will be compen£ited to the creditors by the lois thqr 
will fuftain when the balance is in her favour. Bat 
fuppofing there fhould be a benefit to foreign ae- 
ditors, will not this circumftance ra^e the confid- 
ence of all the world in the Englifh funds ? If, upon 
a propofal to government to layfcr the rate of money 
by refunding the debts which bear a higher intereft 
than what money can be procured for, the conti- 
nent fhould pour her wealth into our fubfcription, 
might we not then more readily expe£t a fupplj 
from that quarter ? Befides, is not all the intereft 
due to foreign creditors paid in^ bank paper ? Is 
not this demandable in coin, and will iiot this 
coin be exported, if credit be not found ? Were 
the bank of England to keep a fubfcription open, 
at all times, in Amfterdam, for money to be bor- 
rowed there, on the payment of the intereft in that 
city, who doubts but loans might be procured at 
much lefs expence than at prefent, when we arc 
beating about for credit every where, until by the 
return of a favourable balance upon the trade of 
England, ihe fhall be enabled to fill up the 
void, 

I feel my own infuffidency to unfold the many 
intricacies which fuch an operation muft implv. 
, 1 therefore fhall not attempt what, at any rate, I 
tnuft leave imperfeft. What has been faid, to- 
gether with what has been thrown out on the lame 
fubjeft, in treating of other matters, is fufficient to 
give a hint, concerning the expediency of the plan 
* in 
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in general. And as to the objedion which arifes chap, 
from the payments to the public creditors abroad^ 
I ihall referve the more ample difcuffion of it 
till I come to confider the doQzine of public 
credit. 
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